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THE WHITE HOUSE
WASHINGTON
% | THE PRESIDENT HAS SEEN.
- February 11, 1977

MEMORANDUM FOR: THE PRESIDENT /

FROM: STU EIZENSTAT AND ESlf\&\/
DOMESTIC POLICY STAFF

SUBJECT: Budget

Attached are our preliminary comments to the OMB budget
submission which we received for the first time last night.
Our memo attempts briefly to provide policy-oriented analysis
and recommendations. Because we did not receive the final
OMB memorandum which is now in your hands until roughly an

. hour and a half before you left Washington, we have responded
s to the latest available draft. We will update our memo by

v Monday, based on the latest submission by OMB to you.

By arrangement with Bert Lance and Bo Cutter, our Domestic 574’
Policy Staff has sat in on all OMB-Agency discussions. This 7/
unprecedented cooperation shown by OMB has permitted the

resolution of many budget items without your having to become
involved.

_ : In addition to the general comments on the project issues
b presented in the last OMB budget submission we received last
night, you will find a more detailed discussion describing
the hospital cost containment program which is the legislative
R proposal necessary to achieve the budget reductions in
SR Medicaid and Medicare which are found in OMB's revisions to

217 the Ford budget; those reductions presuppose the type of
o legislation described in that memorandum.
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ARMY CORPS OF ENGINEERS AND INTERIOR BUREAU OF RECLAMATION

Issue: Should the FY 1978 request for funds be withdrawn
for controversial water resource construction projects?

Discussion: OMB will be recommending deletion of funding
in FY 1978 for some unsound Bureau of Reclamation and
Corps of Engineers projects. OMB will list additional
unsound projects, but recommend against deletion because
of perceived political obstacles.

A more comprehensive approach could be taken:

e A Budget decision deleting funds for 30 unsound
projects but characterizing the deletion as
suspension of the projects pending policy and
project-by-project review. CEQ prepared this
list and OMB staff agrees that all listed
projects are unsound. It is our judgment
that funding some but not other unsound pro-
jects would undermine the credibility of your
reform commitment, would be viewed as too
political, and would invite additional arm-~
twisting.

° Simultaneous initiation of full water policy
reforms. A complete policy reform will help
alleviate the charge that you are "singling
out" projects for negative action. The policy
reform work would include:

1. Project re-evaluations

-—- OMB/CEQ develop criteria for project
evaluation

-—- agencies use criteria to re-evaluate
projects

2. Policy review: OMB/CEQ coordinate inter-
agency recommendations on:

-- consistent cost-sharing policy

-—- uniform applicability of plan formu-
lation and evaluation standards

-—- uniform use of an interest rate
reflecting the cost of capital

-- expanded use of non-structural alter-
natives for flood damage reduction,
water conservation and soil conserva-
tion
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-- long-range water policy initiatives
3. Special drought initiative

o Consideration of suspension of ten of the
30 projects in FY 1977 because of the parti-
cular problems and major FY 1977 construction
activities involved (e.g. the Garrison Project,
which the Canadian government has asked us to
suspend). This action should be analyzed by
Legal Counsel. Preliminary analysis indicates
you have sufficient authority.

) Indicating your intention to veto the water
resources appropriations bill if it deviates
significantly from your Budget.

° You personally should be prepared to advise
Congressional leaders and agency heads of
your intentions in this area, and to enlist
support wherever possible.

Attached is a chart showing the 30 projects recommended for
deletion in FY 1978. The ten candidates for suspension

are marked with an asterisk. A background memorandum has
also been prepared, but due to its length has not been
appended here.
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pigven congiere  Teisl Complete:
o wnd Frojece -‘mtlmrlz, @ o priation afcer Federal -Project Total  Adverse Environmental lapects snd
Stats Date Purposs gations  Request ¥ 78 Cost - crion Other Woratione

K 1ena,- Kivare &  navigstion 1.1 #3-1/6 1011 1570 9784 1,410.0 10z Loss of over 300 wiles of scenlec
Tosbigbes Hathors va Tedev, river ;Mo;:v““h h:::u(. and
Watarnay  Act rocresion up to 70, actes of forest

. 948 fleh § ¥id, 0.8 06-1/3 3% and sgricultured lands. Hajor
' Alsbama advaree dredge sad (111 impactm.
Hizs,
Upper w.a. bydtopover 1.3  g6-3/8 0.0 9.0 1,868.% 1,668.4 ox Deacruction of 82 miles of .
Susitos  Deval aces Tedee, Susttna River; floodiag of over
River Act Tecrastion 50,000 actes of wilderness, big
8asin 1978 f1d conggal o1 game habitat, and flshertes; loss
of recreation poteotial; water
Alssks qualiey
Cache Flood 214 coatrel 3.3 #3-1/4 5.2 2.0 831.8 $3.2 2z Chanwelfsdtion of 232 miles of
Basia Contral aTea redev, : h . river; lors of up to 110,000
Acte fish & wid, acres of productive hardvood
Avkeusas  1530; Forest and prime fish, vaterfowl
XN and wildiife verisnds haditat
Daval 2.2 €6-y/8 12 ceeation of downstieam fiowd and
t vater quality problems.
1374
Dry Fiood £1d contral 1,1 #3-1/8 1.3 (X1 1613 206.0 nz Loes of 17,000 sceas of produc-
Crask mrrul wty supply tive agricultursl lsnd, fishertes
(Sara Técreation and wildiife habiver. Degrsdattog
Springa) 1962 ares redev of water quality; posafble mer-
: tish & vu. O.8¢ &6-3/8 101 cury contaminatien. Dam sfte on
Caite. t geologic fauit.
New Ylood wmite- 1.5 -1/ 6).7 68.0 27.4 308.0 56% Iaundatioa of 10,000 acres of
Melones  Control purposes 1end and 16 miles of Stanislaus
Act hydropowver River, with loss of white-warer
catbif, E£342/62 £1d contral 1.4 -8 0% boating, riverside hikieg, caving
freigation el of trout Eisbery,

& Cencrel  Flosd €14 control 5.1 €2-1/2 6.3 8.8 321.8 539.0 412 Disruption of macarsl vater regime
& South Goa!rol wir eupply in seversl millios acres; exten-
Flocida aive loss of vetlsnds and

!965 2.1 %68 381 wildlife; Flooding sround Leke
Plorsda Okeechobes; poliution of Eves~
glades Watfonal Park
.8, Fiood Heltd~ 'z e 104 2L.8 205.9 #8.0 L1 ipundation of over 26,000 scres of
Busesil  Control purposel iand snd 29 miles of rhe last un-
Das {71, Act Bydropowet developed reach of the Savaonsh
Shosls)  138% Tecrestion River io the Pledmont Flatesu;
Ga. arsa vedev. 1.3 #-3/4 13 slinination of fish, wildlifs,
5.8, pimbar, spd recreationsl
i
Nilte Tinek . swr supply 1.4 $%-3/h (%Y 4.0 .6 5.y 01 Fleoding »f ever 4300 scres of . -
dats Santred £id contral productive agriouitural lands wnd
Laks At ‘Wit qualfty 12 miles of free—{lowing atow
1954 fish & wid 1.1 B6-3/E 4 adverss {mpacts ca downsiresm wat-
Esnass lands; relocatien of 92 families.
Patnts-  Flood recrestion 1.2 #3-1/4 37 7.3 23.3 411 7z Coaveraion of over 12,000 scres of
vitle Contral wtr quatizy farm and forest land to project
Lake Act £1d comtrol purposes; flooding of 30 archeo-
1963 acea radev. 1.12 85-3/8 4T logical sttes and up to 4.4 willice
Kentwcky toan of recoverstle coal ressrves;
water quality problems from-
‘ 21l seepsge.
Yates-  ¥icod recrestion 1.2 #3-1/4 4.z rz 38.7 56.9 191 Flooding of 6,000 scres of pro-
vilts Coatrol £1d control ductive sgricultural and forest
Lake act wtr quality 1aad; vater quality probless
1963 . srea cadev. 0.68 #6-3/8 n expected £rom ofl spills, Indus
Rentucky . trial and domeatic wasts SOurces -
praject designed ouly for 25 year
flood, ratber than seus) 100-year
tevel.

W Archat- Piood 114 contref 10.6 §-3/2 350 .9 576.2 03,0 333 Mejor disteptlom of Jargest ialand
alaza Lontrsl uarigation . werlands acosystem fa U.8. Hsjor

; Baetn dcts 28, Jose of wildlife, timber sad

i '3. (M. . 10,8 -1/ 306t fisheries resources; dovnatresm
La. i, AL adverss impacts include flooding,

"5‘6? 30, sedimentaticn and deedging.
KeH Ast! navigation 2,3 #3-1/4 L 5.1 i.9 0.3 6% Dascruction of over 7,000 scree of
1968 ! ares radey, Loutsisns’s wost productive
D WED det/  Fld contrel coastal wetisnd, sdversely
374 sffacting abrimp, oysters, Sea-
2.7 e&a/8 303 baden, and other cosmercisl
flsheries. Dredging will degrade
1 water quality,
Rid 4ot sevigation 1.06 3-1/4 18.0 26.8 817.8 903.9 n « Conversfon Of nearly 100 siles of
1968 £1d control . natural free-flowing river iato a
arss redew, navigation chanunel; iose of over
0.9 8-3/8 22 5,000 acres of wetlesds and wild-
1ifa habitet, 43,100 scres of
agricultural or forsar lends would
be lomt or sitered.
Fiood -hydropovar 2.6  #3-174 2.0 $33.0 s1i.0 ox Destruction of over SO miles of
Lincoln Contrel racTsation scanie St. John River and tribu—
School Act taries, flooding over 80,000 acrae
Lakes 1965 2.1 &3/ of timber-preduciag forast aad
¥ : big-geme wilélife Nabitati lose of
Matine prima wvaits—vetar canceing asd
xrout fishing.
::::d irf'f::::::"x L. ¥4 9.5 0.2 + 787 126,90 223 Iu:mxt- of 47 milen of free-
. Bt pply SRR o Ui . oSkt cr - b rmt A 1.+ MMRNS++ . Ervoinhe 15,800 e e i F
1938 BELE R 5% botzomland hardwood Forest mad
associated tish and wildiffe
ﬂJl . . hadbirar. Caves and porous rocks
> = at dam site zaise safery
menny T )
Lukfats Flood fid contvol 1.3 #3144 2.6 0.2 9.4 3.5 52 Taundation of I8 miles of river
Lake :::zu; 5 ::::::3:: ;nd!::r s;wu acrer o§ tand,
. aciodieg tmporvant wildlife
ocla, 1858/ o L0l 86378 2] hebitat aod bottomland hardwood '
. . forast. Clover Creek is the isat
; sigaificant free-flowiag attesn in
Okishoms and
::::.— :::::.‘ :::’m:::l & £3-174 15 1.4 80.5 15.% 103 Inundation of Y88 scres of agri~
teke hot 1863 Tiek cuitural Jand snd 8 miles of free-
oo ae e svia floving river. Destruction of
1500 acres of wildlifs habitar,
Oc::xl;:l FLTL N 0.4% 84-3/8 ox slfminstion of sport tish
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€2-1/2

CplaMharior SYRNAR, 18en
limination of trout Eishery.

£ Cantrai  Flood £1d control 5.1 6.3 8.0 324.8 559.0 az Dinrupiion of natursl water regime
& South  Comtrol wer sapply in seversl million acrse; exten-
Plorida Azt sive logy of veilande and

1965 2.1 #-3/e 8% wildlffe; flooding arcund Lake
Fiorids Okeechobee; poliution of Ever-
siaden Matfonsl Park
. Fiood Muled= Y22 #3-1/4 10.4 21.8 205.9 248.0 9 Trundacion of over 26,000 acves of
flusesil  Control purposat land and 25 atles of the last ua-
Dem (Tr. Act hydropover devaloped teach of the Sevannsh
Shosls} 1966 Teczssrion Xiver {o ths Pledmcat Flstmau;
8. arss radev. 1.3 8-3/8 1z siimtnacion of fish, wildlife,
1.c. tisber, eand
i
wiile- Tised s wvtr supply - 1.1 3144 (X3 4.0 24,4 35.7 0% Ticeding of ever 4300 actes of .-
dals Costrel - fld tontral productive spriowltural.daads sid
Lake Act wir quslicy 12 ailes of fres-flowing stresw;
1954 Eish & wid 1.1 #6-3/8 4% sdverse impacts on downstream wat=
Kapsss lsnde; velocatlon of 92 familics.
Pailnte- Tiood Tecrestion 1.2 @3-1/4 3.2 7.3 23.3 1.1 2 Coaveralon of over 12,000 acres of
ville Control wtz qualicy farm and Poress lsad to project
Lake Act £l control putpoaes; flooding of 30 archeo-
1965 aras redev. 3.12 #6-3/8 4z logical sites and up to .4 afilion
Xentucky toms of recovershla coal reserves;
water quality problems froa
potential ofl seepage.
Yates- Tivod recrestion 1.2 #3-1/4 42 1.2 38,7 56.9 9% Flooding of 6,000 acres of pro~
villa Control - f14 evotrel ductive sgricultural end forest
Lake Acy wtr quality land; water qualiity problems
1983 ares vedev. 0.68 #5~3/8 2% expected €rom ofl spitls. indus-
Xentucky teial and domestic wasts sources -
project deafgned only for 25 year
Flood, rather than usual 100-year
level.

¥ atchat-  Floed - f14 contzol 10.8 #6-3/4°  35.0 8.0 578.2 %03.0 3z Hafor diaruption of largest inland
xluys Coatral . nevigation werisnda ecosysess in EB.5. Msjor
Sasin Acte ‘28, joss of wildiife, timber and

'35, 736, 1.5 86-1/8 30z fisheries resourcsa; downstream
La. Y38, 'ef, ndverse impacts iaclude flooding,

‘a5, '50, sedimentation and dradging.

t54;7
Atchaf~  R&E Act!  pavigatien 2.3 €3-1/k 4.5 51 4.9 20.3 507 Destruction of over 7,000 scras of
alays 1988 ares TRdEV. Lostatlans's most produstive
River &  WRb act/!  £14 control coustal werisnd, edversely
Bayous 1974 affecting shrimp, oysters, men-
Chenn, . 1.7 #5-3/8 50% haden, and other comsercial
Boeuf & i fisheriea. Dredging will degrade
Siack exisring wackr quality.

*hd REH act navigation 1.06 €3-1/4 1.0 %.0 817.8 905.8 23 - Conversion of neariy JO0G miles of
Rivap 19568 #1d contral natural free-flowing river inte &
Harervay ares redav. nsvigation channel; loss of oves
Hins. to o3  e-3/8 22 5,000 scres of wetlands and vild-
Shrave- 1ife habiret. 3,100 acres of
port agriculturat or forast lends would

be Ioer or alterad.
¥ V-
Bickey- Flood hydropowsr 2.6 83174 2.0 1.6 533.8 531.8 ax Destruction of over 50 ailes of
tiacoln Control TecTeation scasic St. John Hiver and tribu-
School Act . taries, €looding ovar 80,000 acrss
Lakea 1965 2.1 06378 of timber-producing forest and .«

big-pame wiidlife Rabitat; loms #f -
Yatw prime vhita-vetar camosing

trogr fishieg.

X Hereme Tlood 1834 coatrol 1.9 @3-i/k e.5 JLExR Y 78.7 1240 2% Destruction of 47 miles of free—
Park Contzol ' recreation floving scenic recreatioesl ,
Laka (o ACE il WAE BUDPAT i i ae st i e e e § sk St e 5 e stcoam and 17,800 accan of W8,

1938 1.3 86-3/8 5T bottomland hardwood forest snd ’
Mo . asscciated fish and wildlife
. o3 . habitar. Caves sad porous vocks
b 2t dem site raise safsty concerns,
Lukfats Ylood . 113 control 1.3  #)-1/4 8.6 0.2 3.4 31.5% L4 Taundation of 18 wiles of river
Lake Toateol | wir supply B and over 6,000 acres of lsad,
t racreation i including Laportant wildlife
tkis, 1958 / 1.01 #6378 ox hebitst and botromlsnd hardwood
i foreat. Glover Cresk (s the last
i sigrificant free-flowing stresm fa
. klshoms and Ark
g
Apple- Flood 14 contrsr 1.4 #3174 3.3 1.4 3.6 75.5 )i 4 Inundacion of 383 scres of agri-
gats Longrel Tacrantion cultursl land and 8 miles of free—
lake Ace 1962, Hieh b wid ' flowing river. Destruction of
SED Act 1500 acres of wildiffs habicsr,
Oregon 1974 .43 #6-3/8 | ox elintnation of sport fish
Catit. migration; porsatiai health
threst from mercury at lake sitm.
Trinity R&H £14 contrsl 1.7 83-1%4 a.8 a.3 2,018.0 2,010.0 a3 Conversion of 546 miles of
River doz recreation netural meandering river imto s
1963 str supply 363 mile chanael, Disruptioe of
Texan WA, #6-3/8 ox coasta} marehes and smtuaries;
extengive lossss of fish and
: wildlife,
TOTALS 79.3 363.7 7,643.2 9.246.6
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February 1977

QUESTIONARLE WATER RESOUKCES PROJECTS -~ DEPARTMENT OF INTERIOR, BUREAU OF RECLAMATION

($ in siilions)

Ford Ft 78 Federal ‘

Profect Author- Benefit/ Rudget Cost to  Estimated Estiwsted . i

Name 1zetion Cont Ratfio: LA Appro- Complete Total v Percent N

and and Project ~Antheriz. @2 ohti- priation  after Federal *  Complete Adverse énvironmental impacts

State Date Purpose -Marginal @%__ sntlens Request FY_18 Coat Project Total sud _other notatlons e

¥ Coneral 'PL 90-537  lIrrigation 1.6 @ 3-1/R 1239 104.0 1,160.0  1,700.0 23 Inundation of 18,000 acres ol land and

Arfzona 1968 MSI water 1.4 @ 6-3/8 50 miles of stream; fiooding Mettonal

Praject pover Forest and Indian lands. Losa of fish~

14 control erfes and wildlife hnbitats incressed

Arizona fish & vld. salinity in Colorado River. Safety of

- Orme_dam being quéstioned.

A Wubura- PL 89-161  lrrigation 1.61 @ 3-1/8 37,3 39.7 506.0  1,100.0 33 Elininatlon of 4) miles of the American
Folsom 1965 fish & wld, 1.3 & 6-3/8 River, 17 archeological eites, 22 hin-
Sauth ML water toric sites; Inundatfon of 10,000 acres
Central recreation of wildlife habitat; reduced flows
Valley Proj. would hatm downstream fish and wildlife;
Californta safety of Auburn Dam 1s being ques-

- tioned.

San Fclipe FPL 90-7Z  Lecigation 1,8 € 3-1/8 9.7 70.6 531 183.% 7% Converaion of 13,000 acres of exiating

Division 1967 Hel water  1.41 @ 6-3/8 pasture and farmland fnto frrigated

cve cropland, veducing wildlife yupul:\(lcnnj
altering salinity in the Delta with |

California effects on fisherles resources; atimu-
Intion of urban

Froltland  FL 88-368 Ircigation 0.77 7.7 73.7 6.3 1 Toundation of 584 acres of iand and 4.5

Mena 1964 recreation 0.6 milen of atreaw. Increased salinity

fioh & wid. and decreased [lows §n Colorado River;

Colorado loss of wildlife habieat, mule deer,
and elk. Conversion of grazing land to

e warginal sgricultural lsnd.
Warrows PL 91-389  lrcigacion 1.4 @ 3-1/4 R 9.7 1292 5.5 [ Inundation of 15,000 acres of sxcicul-
tnit 1970 recreation 0.8 @ 6-1/8 turnl and wildlife lands; los of
£14 control vaterfowl, wildlife, over 40 historical

Colorado fish & wid. . and archeological sitea, and 15 miles

of South Platte River. Potential
. eutrophication of remervolt, seepage
S problems.

Savery-Fot  PL 88-568 ' irrigation 0.99 @ 3-1/8 73 6.0 0.4 70.5 = Increaned sslindty and reduction of

ook 1964 fiah & wid, 0.7 € 6-3/8 [1ovs of Colorado River and tribu-

f1d control taries. Losa of over 1,400 acres of

Colerado recreation wildlife habitat and 10 miles of

Wyouing stream; posaible extinction of two
endangered fish specien] negative

. economic benefits. .

North Loupt PL 92-314 Irrigation 1.6 @ 3-1/4 1.2 7.0 114.4 123.5 2% Elimination of over 6,700 actes of

Diviston recreation wildlife snd terrestrial habitet and 16

tish & vid. ailes of river; aver 4,000 acres of mud

Nebraske flate would be exposed intermittently.
Losa of wildiife; eucrophication in
reservolrs; fnerease in salinity and

. e associated river pollution. -

O Nkl ” desigerion - Ao e 1.3 .. i o gy 178 . teendetieon €398 asrme Torm and

Pt a5 2 S vl B ST B W8 gy 178-4 B g ettty fo affvietk

flab & wid,

Nebraska recreational honef lta; reductlon of
sevetal Pare bird apecien; degradation
of downstreom water qualfty.

H ATE fRon P BITTOR  Tirigation (.67 € T)/R° 7 FALE TTUTRY [0 S6770 9% Loss of ac lcant 73,000 acres of pro-
Niverniont 1965 fish & wid  NA @ 6-3/8 duceive land; degradation of water
tate H&[ water quality in three rivers; disruption of
North recreation 8 Natfonal Wildlife Refuges; lsrge
Dakota, energy requirements; displacement of
Sowth family Farmcrs; fncreaned mofl ernn
Dakata - e R ) _and malinfzatton. .
uate Unit *#  PL 90-453  Irrigatlon 1.6 2 }-1/R L6 17,0 3 457.2 Loss of over 90,000 acrea ol praductilve

1968 Flale & wid. 1.3/ @ 6=k land; channelization of 120 milen of
ML water natural river; destructfon af 10,000

Seuth recreation acres of wetlands; increased downstream

Pakata salinity and flvoding; adverse cffects
on rare_and i

Palmetts  FL 90-562 MeL water 2,4 & a-1/8 719 - 106 3.9 33 Trundat ton of ovel

Neud 196R recreation  3.87 @ 6-3/8 wildlffe habltat and 47 miles of

Fiah & wid, streams; reduction of duwnstream estu-
hvy {mprove- arine productivity including commerclal

Texas ment and Rgort fishertea; adverse Imparts on
several endangered species, _

1379277 Fhae T 598.6 7330 16Y Flonding of 22,000 acres of range and

Projert, Mal watec 0.9 @ 6-1/8 cenpland dratnage of 25,000 acres of

Foancville power marah and wildiife habirat; destruction

[T flah & wid. of 200 milea of high quality streams,

recrent ion associated trout fishcries; downstream
utah flow ceduction; increared Colotads
- . River salinity. o
TOTALS: 200,17 $282.6 § 4,082.7 §5,817.7 (12 Bureau of Reclamation Projectn)
GRAND FOTAL: 55504 L] 11,727.9 14,6843 (18 Corps of Englncers Projects and 12 Bureou of

LA TITS el

Sloan Mirsourl Basin Pry

¥ condidats v susrws'lh-\ " EYX 0
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February 1977
CEQ

QUESTIONABLE WATER RESOURCES PROJECTS

Summary Sheet~Adverse Impacts
and Policy Conflicts

CORPS OF ENGINEERS
T —Tombigbeedl?:
ennessee g Miss.
Upper Susitna
River Basin Alsk. X X X X X X X
Cache Basin Ark. X X X X X X X
Dry Creek
{(Warm Springs) Cal. X X X X 4 X X X
New Melones Dam ° gal. X X X X X X
Central & Southern ]
Florida Fla. X X X X X X
Ga.
R.B. Russell Dam & o, X X X X X X x | x
Hillsdale Lake Kan. X X X X X
Paintsville Lake Ky. X X X X X X X
Yatesville Lake Ky. X X X X X X
Atchafalaya Basin La. X X X X X X
Atchafalaya River
& Bayous Chene, La. X X X X
Red River Waterway:
Miss. to Shreveport La. X X X X X X
Dickey-Lincoln
Schocl Lakes Me. X X X X X X
Meramec Park Lake Mo. X X X X X X X
Lukfata Lake Okla. X X X X X
. Ore.
Applegate Lake Cal. X X X X X X
Trinity River Tex. X X X X X X
BUREAL OF RECLAMATION
Central Arizona
Projsct Ariz, X X X X X X X X X {
Auburr-~-Folsom South
Ccvp Cal. X X X X X
San Felipe Division
cve Cal. X X X X
Fruitland Mesa Colo. X X X
Narrows Unit Colo. X X X X X X X
Colo.
Savery~Pot Hook Wyo. X X X X X
Rorth Loup
Divisiocn Neb. X X X X
C'Neill Unit Neb. X X X X X X X X
. . . N.D.
Garrison Diversion s D, ¥ X X % x % X x X x
Oahe Unit S.D. X X X X X X
Palmetto Bend Tex. X X X X X
Central Utah Project ‘
Bonneville Unit Utah ) X X X X X X




February 1977
QUESTTOWABLE WATER RESOURCES PROJECTS CEQ

Summary Sheet-Adverse Impacts
and Policy Conflicts

CORPS OF ENGINEERS
Ala.
Tennessee-—TombigbeeMiss.
Upper Susitna
River Basin Alsk. X X X X X X X
Cache Basin Ark. X X X X X X X
Dry Creek
(Warm Springs) Cal. X X X X X X X X
New Melones Dam ° (Cal, X X X X X X
Central & Southern
Florida Fla. X X X X X X
Ga.
R.B. Russell Dam S.c. X X x X X X X X
Hillsdale Lake Kan. X X X X X
Paintsville Lake Ky. X X X X X X X
Yatesville Lake Ky. X X X X X X
Atchafalaya Basin La. X X X X X X
Atchafalaya River
& Bayous Chene, La. X X X X
Red River Waterway:
Miss. to Shreveport La. X X X X X X
Dickey-Lincoln
Schocl Lakes Me. X X X X X X
Meramec Park Lake Mo. X X X X X X X X
Lukfata Lake Okla. X X x| x X J X
. Ore.
Applegate Lake Cal. X X X X X X
Trinity River Tex. X X X X X
BUREAU OF RECLAMATION
Central Arizona
Project Ariz. X X X X X X X X X X
Auburn-Folsom South
cvp Cal. X X X X X
San Felipe Division
CVp Cal. X X X X
Fruitland Mesa Colo. X X X
Narrows Unit Colo. X X X X X X X
Savery-Pot Hook  -OL° X X X X X
yo.
North Loup
Division Neb. X X X X
O'Neill Unit Neb. X X X X X X X
. . . .D.
Garrison Diversion s.D % X X X X X x X X X
Oahe Unit S.D. X X X X X X
Palmetto Bend Tex. X X X X X
Central Utah Project
Bonneville Unit Utah X X X X X X




ENVIRONMENTAL PROTECTION AGENCY -- SIZE OF PERSONNEL
INCREASE

Issue: EPA has requested 1,992 additional positions over
the January budget which would bring the Agency total to
11,690. OMB recommends an addition of only 110 positions
on the grounds that (1) the new positions will result in
additional Federal regulatory actions "without any reduc-
tion in current lower priority areas", (2) some new posi-
tions (130) were added in the January budget to cover
EPA's two new programs (toxic substances and solid waste),
(3) EPA received 3,700 new positions when it was created,
and (4) the agency has a 15% annual attrition rate

(1,400 positions) which will provide management flexibility.

Discussion: The size of the EPA staff increase has become

a highly visible issue, both symbolically and on the merits.
Environmental groups look to this decision as an indicator
of your environmental commitment.

° Adoption of the OMB recommendation will require
two substantial cuts in EPA programs:

100 people from water enforcement and 134
people from research and development.

EPA's ability to enforce water pollution
control requirements is already strained
and the mid-1977 deadline for compliance
with Best Practicable Treatment require-
ments will increase enforcement require-
ments. During the campaign you commented
on the need for increased staffing and
funding of EPA's water enforcement efforts.
The R & D program is highly visible and

has also been roundly criticized as inade-
quate. Substantial reductions in force,

or the closing of two laboratories, or
both, will be required to meet this mark.
Any personnel change in the laboratory
structure of staffing will draw considerable
political fire from the Congress.

) EPA argues that staff allowances have not kept
pace with increases in legislative requirements.
Since 1972, seven new statutes or major revi-
sions of existing law have been enacted, yet
EPA has received only 347 new staff since then.



) OMB states that EPA can meet many of the pro-
posed program changes through reprogramming and
attrition. The Agency's reprogramming record is
almost unequalled and EPA argues that additional
reprogramming is not possible because of skill
mix and geographical problems.

® The sewage treatment construction grants pro-
gram, for which EPA requests a minimum of 300
additional persons, is now almost the size of
the Highway Trust Fund, yet has about one-fifth
the staff resources. The January budget contains
a ten-year commitment to $4.5 billion in annual
funding for this program, contingent on adoption
of certain reforms, which the EPA agrees are
needed. EPA has expressed concern, as has the
GAO, about its ability to maintain the fiscal
integrity of this program (audits, inspections,
and grant review) unless additional staff are
provided. I believe this concern is legitimate,
and an understaffed grant program of this size
is a potential source of embarrassment to the
Administration.

° The toxic substances and the resource conserva-
tion and recovery program are in the early stages
of implementation. These will be the only two
EPA programs for which the Carter Administration
will have full responsibility. Other EPA pro-
grams are well established. While both of these
programs have enormous potential for environmental
improvement, their success will be dependent on
sufficient recruitment flexibility to ensure the
proper skill mix on the staff. In general, EPA
suffers from a lack of adequate staffing in
economics, toxicology, fish and wildlife biology.
Drawing on existing Agency resources to staff
these two programs will tie the Administrator's
hands in making these programs work.

Recommendation: I would recommend an addition of 850 people
for EPA broken down roughly as follows:

164 - to restore cuts in the R & D program

100 - to restore cuts in the water enforcement program
300 - for construction grants

286 - for toxic substances, resource recovery, air en-

forcement, effluent guidelines, and other EPA
should be permitted to begin hiring toward this
increase in FY 1977.



ENVIRONMENTAL PROTECTION AGENCY -- FY 1977 FUNDING FOR
SEWAGE TREATMENT PLANTS

Issue: At least 11 states will exhaust construction grant
funds allotted under the Federal Water Pollution Control
Act. While it is generally agreed that a FY 1977 supple-
mental is needed to keep the program going in these states,
EPA and OMB differ on the size of the supplemental. EPA
recommends budget authority of $4.5 billion; OMB prefers a
$400 million supplemental.

Discussion: The Ford budget commits to a $4.5 billion

per vear program for 10 years, but only after reforms

are enacted. Under the OMB scheme, the ten year program
would begin in FY 1978. EPA would like to begin the pro-
gram in FY 1977, since the issue will be addressed in Con-
gress this year any way. OMB argues that a FY 1977
supplemental of $4.5 billion (1) will increase outlays

in '79, '80 and '81, (2) may permit funding of projects which
would become ineligible under the reforms, and (3) may
delay the reform efforts in Congress. It is worth noting,
however, that:

°® The actual FY 1977 outlays are almost identical
under either plan.

° The Congress is likely to authorize either
$5.0 or $4.5 billion for FY 1977. Legislation
which failed last year authorized $5 billion,
and this was not a point of contention in
either the House or Senate. If Congress is
going to provide the larger sum anyway, you
may as well share the credit.

) The out-year increase in outlays if $4.5 billion
is authorized in FY 1977 is small relative to
the overall size of the program (0.4%, 0.6%, and
3.1% for FY¥s 1979, 1980, and 1981 respectively.)

) EPA fears that failure to make the larger sum
available may cause states, which under present
plans. would not exhaust their allotments, to
adopt a faster obligation schedule in order to
secure a share of the $400 million. If the
larger sum is available, no such pressures will
result.



°® EPA fully supports the reform program and with
solid Administration support for reform, it
is unlikely that the size of FY 1977 funding
will affect Congressional action.

) Allocating the $400 million among a few states
will cause both administrative and political
problems for EPA.

Recommendation: That $4.5 billion be authorized in FY 1977
since the Congress will probably do this anyway and the im-
pact on actual 1977 outlays is minimal.




ENVIRONMENTAL PROTECTION AGENCY -- FUNDING FOR CONSOLIDATED
GRANTS

Issue: The current EPA categorical grant program, funded
at $125im in FY77, covers four program areas: air, water,
drinking water, and pesticides. OMB recommends consolida-
tion of these programs into one state block grant, and adds
two new programs, solid waste and toxic substances, to the
package. OMB recommends a $13 million increase over the

FY 1977 base, bringing the total to $138 million. EPA
feels this total is too low, given normal inflationary
increases and the addition of new state responsibilities

in solid waste and toxic substances areas, EPA also believes
that increases beyond the cost of inflation are needed to
cover new activities in the drinking water, air, and water
portions of the older categorical programs.

Discussion: The success of many of EPA's programs depends
in large measure on State acceptance of substantial planning,
permitting, review, and enforcement functions. Some states
are now beginning to balk at assuming new responsibilities
unless more money is provided. Certainly a consolidation

of existing categorical grants will be more difficult unless
additional funds are granted. Several factors are important
in determining the appropriate increase for this program:

° The recently enacted Resource Conservation and
Recovery Act authorizes $100 million for
State grants. Solid and hazardous waste man-
agement is traditionally a state and local
responsibility, but the addition of federal
standards will require considerably increased
programs. The OMB allowance would provide only
$7 million for state activity in this area --
considerably below the level of assistance
anticipated by the States.

o Like the solid waste program, state participation
in drinking water programs, particularly in
enforcement, is critical to the success of the
program. The drinking water act calls upon the
states to assume primary enforcement responsibility
which they may not be willing to do at current
funding levels.

° State responsibilities in the air and water
areas are increasing. Small source review,
and implementation of non-degradation and non-
attainment policies under the Clean Air Act



o will place additional burdens upon the states.
Permit issuance, and enforcement responsibilities
in the water area are increasing as the July 1,
1977 deadline requiring use of best practicable
treatment technology draws near.

° The $13 million increase recommended by OMB
(10% of the base) will do little more than cover
inflation for the existing state programs.

Recommendation: That an additional $46 million be added to
the consolidated state grant program to cover increased
responsibilities in the water supply, air and water areas,
and to provide funds for the new solid waste and toxic sub-
stances programs. The grant breakdown would read as follows:

$125. ¢« . « + .« « {FY 1977 base)
i3. . . . . . . .(for inflation)
26, + . . + . . .(s0lid waste and toxic sub-
stances)
5. « . . + . .« .(water supply)
10. . . . . . . .{(alr and water)

179 TOTAL




ENVIRONMENTAL PROTECTION AGENCY -- LEGISLATIVE OR
ADMINISTRATIVE APPROACH TO CONSOLIDATED GRANTS

Issue: Both EPA and the OMB agree that consolidated
grants to state programs, rather than the current cater-
ogical approach is sensible. The Agency and OMB differ
on the desirability of approaching this legislatively
or administratively.

Discussion: Senator Muskie has already questioned

EPA's legal authority to proceed administratively with
consolidation. Even if EPA does have the legal right

to consolidate without legislation, politics may dic-

tate that the Agency seek legislation. It is not
absolutely necessary to make a decision on this

question in the context of the budget. The Administrator=-
designate will probably want to have an opportunity to
consult further with the Congress before a decision is
made.

Recommendation: That no decision be made now on the
legislative versus administrative approach. The budget
can contain a line item for consolidation, but with a
footnote that this is still under review.




ENVIRONMENTAL PROTECTION AGENCY -- FUNDING FOR STATE
WATER QUALITY PLANNING

Issue: The 1972 Federal Water Pollution Control Act
authorized $300 million for areawide water quality plan-
ning. EPA has already spent $200 million of these funds,
and the remaining monies have been tied up in a court
suit relating to an earlier Nixon impoundment of these
funds. EPA has requested restoration of the $137 million
now tied up in court. OMB recommends against this
funding on the grounds that (1) $200 million has already
been spent, (2) the water quality impacts of the addi-
tional monies are questionable, and (3) the court may find
that the agency should receive the $137 million in which
case $274 million, double the original amount would be
available.

Discussion: It is clear that the monies already spent on
this program have not been used as effectively as they
could have been. Nevertheless, the availability of these
funds is a hot political issue. Had part of the original
$300 million appropriation not been impounded, these
monies would have already been available to the States.
You should be aware that the Administrator-designate
believes that, if additional money is provided, it could
be redirected and become an important tool in bringing
some of the currently disjointed water quality programs
together. These funds are also important in planning for
control of non-point sources of water pollution. The
question of a double appropriation should the Court of
Appeals rule in EPA's favor (or the appeal be dropped)
could be easily handled by requesting deletion of these
funds . at that time.

Recommendation: That $100 million of the $137 million
request for areawide planning be granted such that the
entire $300 million authorized and appropriated by the
Congress is made available to State and local planning
units.




ENVIRONMENTAL PROTECTION AGENCY -- WASTE TREATMENT
FACILITY LOAN GUARANTEE FUNDS

Issue: Should the Administration request funds to imple-
ment legislation enacted last fall providing for Federally-
guaranteed loans for the non-Federal share of wastewater
treatment facilities?

Discussion: OMB does not believe that the program should
be implemented because no widespread need has been demon-
strated for this assistance, and OMB is reviewing the role
of the Federal Financing Bank which would be the lender in
this case. EPA has requested budget authority of $50 mil-
lion and outlay of $5 million to implement this statute.
The Agency would be willing to tighten the criteria for
eligibility and lending rates to ensure that this is a
program of last recourse. A number of cities have had
problems in meeting the 25% matching share required for
State and local governments to obtain wastewater construc-—
tion grants. Buffalo is the principal case in point, and
the legislation was directed toward its needs. This pro-
vision was enacted with a separate vote on the House
floor, and a failure to implement it may cause considerable
political controversy.

Recommendation: Fund the program at the levels requested
by EPA, but direct the EPA Administrator to develop strict
criteria for lending rates and eligibility.




FEDERAL ENERGY ADMINISTRATION

Issue: OMB and FEA agree on the need to expand the petro-
leum reserve program. They disagree, however, on the rate

and cost of expansion. FEA's strategy would add $2.6 billion
in 1978 for a total of $4.3 billion; OMB would add $.7 billion
for a total program of $2.4 billion in 1978.

Comment: The following table displays OMB and FEA alterna-
tives for accelerating the petroleum storage programs:

FEA ACCELERATED PROPOSAL OMB RECOMMENDATION

Size of 550 million barrels (MB) 500 MB
System (facilities to expand to

750 MB)
Implementa- Store 250 MB by 1977; Attempt to store 200 MB
tion Sched~ 550 MB by Dec., 1980. by Dec., 1978; 475 MB
ule by Dec., 1980
Total Cost $10.1 billion $7.9 billion

Budget Impact (FY 1978)
BA $4.3 billion $2.4 billion

0 $3.2 billion $2.1 billion

OMB feels the storage target of 250 MB by 1978 is overly
optimistic and that expanding the program beyond 500 MB in
1980 has not been justified on engineering or cost base.
They also believe that expansion to 750 MB from the 500 MB
level would be too expensive (estimated cost, $4 billion).

Acceleration of the petroleum storage program is justified
according to both agencies. By accelerating the program,
we achieve approximately 30 days additional capacity by
1980. This could result in prevention of $3.0 to $3.5 bil-
lion of impact to the economy during a severe interruption.

FY 1978 funding for the stockpile program does not preclude
enlarging or accelerating the program later, but FEA's
proposal to have facilities in place to expand the system
to 750 MB appears justified. This contingency would allow
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us to expand from approximately 60 days storage to 90 days
storage, resulting in a potential savings of $50 billion
of economic disruption during an embargo. This is also in
line with your campaign commitment to speed the program.

The disagreement between OMB and FEA regarding the level of
storage for December, 1980 results from OMB's denying
authority to use two storage sites in Ohio. While these
are not the most attractive storage facilities, they can

be utilized in a cost effective manner.

A major difference between OMB and FEA concerns the price

to be paid for crude oil to stock the reserve. OMB recommends
budgeting at the national composite average of $11.40 a bar-
rel. This does not, however, take into acocunt several cost
contingencies. The present national composite average,
assuming future OPEC oil price increases, is presently
$11.81. 1In FY 1978, the world price, assuming OPEC oil
price increases, is anticipated to be $15.06. 1In addition,
the OMB estimate does not include payment of a cargo pre-
ference penalty. Under present procurement law, 50% of all
0il purchases made by the Federal government must be shipped
on U.S. bottoms. If the military buys the 0il using their
legal authority, 100% of the o0il must be shipped on domestic
bottoms. In addition, the Congress may include cargo pre-
ference as a part of oil spill legislation.

Recommendation: Since we have reservations about the

analysis of both agencies, we recommend you approve the

OMB request. The future course of this program is in desperate
need of review and should be thoroughly reexamined before the
April 20th energy policy statement. The Congress should be
made aware that the recommendation accompanying this budget
request could undergo significant change after a careful
review; the budget should contain a footnote to this effect.




FEDERAL ENERGY ADMINISTRATION

Issue: OMB and FEA differ on the need to increase the
level of audits to the petroleum industry to enforce price
control regulation. The Agency redquests an increase of
316 positions, bringing their total compliance staff to
1,652 at the end of 1978. This increase would require
$2.7 million in 1977 and $9.4 million in 1978; the total
regulatory program for each year would be $40.2 million
and $48.8 million, respectively.

Comment: The FEA regulatory program has experienced severe
management problems over the last two years. Budget and
personnel have fluctuated as Congress and the President
have argued over the future of price controls.

FEA has concentrated its compliance efforts on selected
portions of the petroleum industry, auditing only a few
firms. Coverage has not been very comprehensive. Less
than 1% of 0il importers, crude oil resellers, and natural
gas liquids processors have been audited and violation rates
are unknown. Only 6% of the independent crude oil producers
and 13% of small refiners have been audited and violation
rates are unknown. Only 6% of the independent crude oil
producers and 13% of small refiners have been audited and
the violation rates are 37% and 50% respectively. Only 1%
of retail gasoline and heating oil dealers have been
audited; the violation rate is 40%.

FEA has proposed a significant change in its auditing
procedures to improve its coverage and increase the assess-
ment of fines. Under their proposal, an audit would be
made of those firms accounting for 80% of the volume every
two years and those firms accounting for the remaining

20% would be covered once in a five-year period. It would
continue 100% coverage of major refiners. The new pro-
gram would cost $11 million, while it would return $70
million in violations.

Under the strategy contained in the Ford Budget, the
biennial coverage would be less for some important seg-
ments of the industry. The coverage of independent
crude oil producers, for example, would be 65%; small
refiners, 25%; and natural gas liquids processors, 55%.

Under the revised FEA proposal, the percentage of volume
covered in each case would be 80%. The FEA proposal
would provide similar coverage over each segment of the
industry. It represents a comprehensive revamping
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of the current hodgepodge of regulatory efforts, and it
is an attempt to initiate audits in some segments which
heretofore have been ignored. By doubling the audit
program in some sectors of the industry, FEA would not
be harrassing small firms; rather it would be providing
more equitable enforcement and protecting consumers
from overcharges.

Recommendation: We recommend you approve the agency
request because: (1) the financial return to the Trea-
sury from the accelerated program would be substantial;
and (2) there will be adverse political implications if
the Ford Administration compliance efforts are not
visibly beefed up.




Note* Issue not raised at
Director's Review.

FEDERAL ENERGY ADMINISTRATION

Issue: Should the various energy conservation programs
in the FEA, including State grants, energy conservation
loan guarantees and other relatively small programs, be
fully funded?

Discussion: OMB has agreed to provide some but not all
. of the funding requested for the energy conservation pro-
grams in the Federal Energy Administration. The Energy
Policy and Conservation Act and the Energy Conservation
and Production Act authorized a number of programs for
energy conservation to be administered by the FEA. They
are geared toward short lead-time actions to save energy
and toward helping the States develop their own energy
conservation programs. While the total impact of these
programs is difficult to predict, they do represent vir-
tually the entire energy conservation effort of the
Congress during the last term.

FEA has in the past legitimately been criticized for mis-
management and lack of commitment in the energy conserva-
tion area. This in part may explain the reluctance of
OMB to provide the agency what it feels it could use.

Recommendation: OMB has compromised with the agency, but
has still declined full funding for these programs. The
political ramifications of following OMB's recommendation
might be adverse, although major increases in the ERDA
energy conservation budget can in part offset the impres-
sion that your energy conservation commitment is not
carried out in the Budget. Nevertheless, we recommend
you fund the State energy conservation grants, and the
utility, appliance, industrial and Federal energy manage-
ment programs; the total cost of these programs would be
$31.5 million in FY 1978.

OMB



Department of Health, Education and Welfare

HEALTH

Child Health Assessment Program

HEW's proposal for a new child health program has changed
since the February 7 Director's review. It originally
covered all Medicaid-eligible children and all other
children beneath the poverty line. It provided a 90%
federal match for health screening and follow-up ambula-
tory care at a cost of $250 million.

The February 10 program no longer covers all children
under the poverty line. 1Instead it includes all
Medicaid-eligible children and those children whose
family's income would render them Medicaid-eligible

but whose status (e.g. intact family) does not.

Children in these categories are now eligible for all
Medicaid services, not just ambulatory care. Ambula-
tory care is still federally matched at 90%; the federal
match for other care remains the same as present, The
cost of this program is still $250 million.

Although we are sympathetic to the health care needs of
poor children, we are unable to adequately assess OMB's
objections to this program in light of the shifting
nature of the HEW proposals. Therefore we reach no
conclusion.

Medicare Reimbursement

HEW proposes a phased elimination of Medicare fee dif-
ferentials between urban and rural physicians. The
proposal calls for $200 million of expenditures in

FY 1978.

OMB opposes the proposal on the grounds that it will
not cure geographic maldistribution of physicians, and
calls instead for an integrated rural health strategy
as part of the 1979 budget.

It is important to note that, while major reforms in
this area can indeed best be presented in the context
of a comprehensive strategy, Congressional actions may
make a complete postponement of such reform impossible.
For example, Congressman Rostenkowski and others have



introduced legislation requiring that Medicare reimburse
physician extenders in rural clinics. Such legislation
is widely supported and very likely to pass. It would
cost $25-530 million in PY 1978. In addition, Senator
Talmadge's major administrative and reimbursement legis-
lation presently includes Medicare/Medicaid reimbursement
reform. The Senate Finance Committee staff believes that
the budgetary impact of this reform will not be felt
until FY 1979, but some minor expenditures during FY 1978
may ultimately be included.

Thus, inclusion of about $30 million in the FY 1978 budget
for these purposes may be realistic and advisable.



ADDITIONAL ISSUE NOT RAISED IN THE OMB MEMQ --
SENIOR CITIZENS MESSAGE

The tentative legislative package submitted to you on
January 3 contained a proposal for a Senior Citizens
Message based on the following elements:

® Social Security. Legislation to solve the short-
term deficit through wage base increases or other
measures with effective date postponed to 1979;
legislation to solve half the long-term deficit
through "decoupling."

e Health. A freeze on scheduled increases in the
Medicare deductible from $124 to approximately
$144 on January 1, 1978 and in the Part B monthly
premium from $7.20 to $7.70 on July 1, 1977.
{(Total cost: $350 million)

® Other. Increased funding for Older Americans
Act social service, employment and nutrition
programs. ($10-$50 million)

HEW and OMB have agreed on a freeze in the Part B pre-
miums (cost: $182 million). However, HEW proposes to
postpone decisions on Social Security until issuance
of the Trustees' Report (approximately April 1), did
not request increases for Older Americans Act programs
($10-$50 million) and did not request a freeze in the
Medicare deductible {(cost: $10 million).

While we are sympathetic with the Department's desire

to postpone Social Security decision-making until after
the crisis of the first few weeks, we believe it will be
difficult to prepare a Senior Citizens Message unless

the decisions on the Medicare deductible freeze and the
project grant programs are modified. We believe that
these initiatives would be a highly visible gesture toward
senior citizens, and would fulfill the implied commitment
contained in campaign criticism of the deductible increase
which President Ford allowed to take place last January

1, from $104 to $124. We believe these considerations
outweigh the value HEW sees in allowing the deductible

to increase as a deterrent to overutilization of services.

Freezing the Medicare deductible and adding a modest increase
for the Older Americans Act would have a significant public
impact with relatively modest budget cost.



EDUCATION

Education of the Disadvantaged (Title I)

The Ford budget of $2.285 billion is identical to the

FY 1977 level. OMB has recommended a $200 million increase
( 9%) above the Ford budget. HEW requests an additional
$150 million to be divided between Title I and emergency
school desegregation aid.

Although the program is clearly far from perfect, we recom-
mend serious consideration of the HEW proposal. Title I
presently serves fewer than half the eligible students.

A significant increase in funding would be a signal to

both education and civil rights constituencies of this
Administration's commitment to education, children, and

the disadvantaged.

Basic Opportunity Grants (Higher Education Assistance)

OMB has allowed a $208 million increase to extend participa-
tion to 500,000 middle-income students. If overall budgetary
considerations permit, we urge serious consideration of

HEW's proposal for an additional $264 million to raise the
maximum award per student to $1,600.

The Congress last year authorized an increase in the maximum

grant from $1,400 to $1,800 per year. (Note that BOG assis-
tance cannot reimburse more than half of a student's educa-
tional costs in any year). Increasing the grant to $1,600

would stress the Administration's concern for low and moderate
income families hard-pressed to send their children to college.

We believe that aid to families with children in college or
other post-secondary schools is a legitimate way to assist
our moderate income constituency, and--regardless of your
decision on this item--would strongly urge consideration

of major legislation in this area in next year's legislative
package.

National Direct Student Loan Program

The OMB has proposed eliminating the federal contribution to
the NDSL revolving fund, essentially on the ground that col-
leges and universities (who control awarding of the loans)
grant loans to many students who are not truly needy. To
implement the OMB proposal would require legislation.



HEW suggests adding $286 million--the statutory minimum--
to the fund. We strongly urge your support for this approach
on the following grounds:

® Congress is unlikely to adopt the legislation needed
to implement a cut, and so budget savings are illusory.

® Congress provided the guarantee of continued NDSL
funding as part of a legislative compromise with
private colleges in which much student aid was taken
from the control of institutions and funneled through
direct federal aid to students (the Basic Opportunity
Grant Program). A sudden retreat from this commitment
would be met with genuine outrage by private colleges
and universities.

® Successful elimination or reform of NDSL is much more
likely in the context of an overall Administration
higher education package which would be submitted
next year. Moving precipitously without advance
discussion could jeopardize the goodwill needed to
develop and enact major higher education legislation
next year.

Impact Aid

OMB proposes to cut from the FY 1978 Budget all of the $68 million
in funds currently allocated in FY 1977 to "Part C" of Impact
Aid. This provision provides aid to school districts serving
children in public housing. The funds are designed to compen-
sate for the tax-free status of public housing property, and
to ease the fiscal burden on communities which voluntarily
accept low income housing. The OMB objection that these
funds need not be spent directly on poor children is therefore
not directed to the real justification of the program. We
would agree with the HEW recommendation that this program
continue at current levels, pending review in next year's
budget and in developing the overall education legislation

the Administration will offer next year.



HOUSING AND URBAN DEVELOPMENT: COMMUNITY DEVELOPMENT

Issue: OMB has accepted HUD's recommendation to
increase Community Development Block Grant (CD)- budget
authority for FY 1978 $3.5 billion to $4 billion.

$100 million of the new appropriation is to be
distributed in accordance with the grant formula

(which may be modified). The issue is whether the
remaining $400 million in new funding should also

be distributed in accordance with the formula, or
whether it should be allocated to a new "Urban Develop-
ment Action" discretionary fund that Secretary Harris
would use to "leverage" private investment in urban areas.

Discussion: Since OMB and HUD have agreed on the
funding level for the proposed CD program, the question
of how the funds should be allocated can, and in our
judgment should be deferred until next week, when HUD's
legislative package and a more specific description

of the proposed discretionary program will be available
for review. Jack Watson concurs in this judgment.

The decision should be deferred because:

-- It has no budget impact and need not be made
at this time.

—- The creation of a flexible urban development
capacity is Secretary Harris' highest priority.

-—- There is no major new urban policy or community
development initiative in HUD's 1978 package; all
the other legislative recommendations seek
incremental changes to achieve policy goals.

We should not peremptorily reject a program
which would be an important signal to a variety
of constituencies which expect a strong Carter
urban policy.

-- There are special development opportunities,
sometimes requiring heavy front-end investment,
which cannot, in our judgment, be capitalized
upon under the present program. The objectives
of the discretionary fund are not identical with
the purposes of existing programs. The point,
though, is not to pre-judge the issue but to
consider Secretary Harris' specific proposal when
i1t 1s available this week.

Recommendatign: Defer decision without prejudice on discretion-
ary fund until next week.




HOUSING AND URBAN DEVELOPMENT: SUBSIDIZED HOUSING

Issues: Should the budget for subsidized housing provide for
(1) higher rent ceilings, (2) an extension of the Section 8
rent subsidy from 20 to 30 years, and (3) specially earmarking
Section 8 funds for 50,000 state-financed units?

OMB Recommendations: OMB opposes all three changes, on the
grounds that (1) rent ceilings are adequate, (2) lenders are
willing to finance subsidized housing without a longer subsidy,
(3) shorter subsidies increase the lender's incentive to under-
write selectively, and (4) state-financed units are 18% more
expensive than privately-financed units.

(1) We have no comments with respect to raising rent ceilings.

(2) Extending Rent Subsidy from 20 to 30 Years: Section 8 --

the major subsidized housing program -~ provides for two kinds

of new construction: privately-financed, and government-financed
or insured. The program has been relatively unsuccessful in
attracting conventional private financing, with 80% of the
projects relying on government financing or insurance. For

FY 1977, HUD reports that 80,000 units are not moving to starts
because private financing is unavailable.

Continued failure to attract private capital will threaten two
Administration campaign commitments: meeting the Ford Adminis-
tration's objective of 400,000 assisted units per year, which
will be difficult as is, and fulfilling this Administration's
policy of generating private sector involvement.

The present 20-year rent subsidy has been incapable of attracting
adequate private investment for the following reasons:

-- Mortgages for subsidized multifamily units average
30-40 years. According to the chairmen of a half
dozen leading mortgage lending institutions, lenders
are generally unwilling to provide mortgages sub-
stantially beyond the term of the guaranteed Federal
subsidy. They will not accept the risk of a projected
reduction in income stream.

-- The alternative -- providing 20-year mortgages --
raises annual debt service costs, pushing rents
above HUD rental ceilings, making such financing
impossible.




-- Since government-backed financing (FHA, GNMA)
provides for a 40-year mortgage, with lower
amortization, conventionally financed units
cannot compete favorably on a cost basis.

Secretary Harris' recommendation that the rent subsidy be
extended from 20 to 30 years would not affect outlays for
20 years, but would increase budget authority $5.5 billion
in FY 1977 and $5.1 billion in FY 1978. Beyond the factors
cited above, this proposal deserves consideration for the
following reasons:

-- Key members of Congressional housing committees
(Senators Proxmire, Cranston; Congressmen Reuss,
Boland) support the 30-year proposal; Reuss regards
present subsidy as a "fraud."

-- Lenders, developers without a financial interest,
and housing experts (Bob Embry; Dick Ravitch)
unanimously agree that the required levels of con-
ventional financing will not be forthcoming under
the present subsidy agreement.

-- Since most financing under the program is FHA-insured
with 30-year terms, the government faces serious
default problems once the 20-year subsidy ends;
alternatively, the subsidy will be renewed. One way
or another, the Federal government will subsidize
these units after 20 years; the issue is whether this
year's budget will reflect that reality.

Recommendation: Although investment behavior cannot be pre-
dicted with certainty, we believe that Secretary Harris'
proposal should be approved.

(3) Providing for 50,000 state-financed (HFDA) units as part of
the 400,000 units for FY 1978.

Secretary Harris' proposal would have no immediate impact on
outlays but would increase budget authority $4.3 billion over

a 40-year period. OMB's rejection is based on (1) the increased
budget authority, and (2) the allegedly greater cost of state-
financed units as opposed to privately-financed units.

The increased budget authority reflects the fact that state-
financed subsidies extend for 40 years, rather than 20 years
when a private lender is involved, requiring twice as much
budget authority per unit.



You should consider the following factors in reviewing this
decision:

-- It is critical that this Administration meet the
Ford Administration objective of 400,000 annual
assisted units. State-financed units have supplied
a majority (52%) of new starts achieved under the
Section 8 program. Units placed under reservation
by HFDA's have almost twice the likelihood of
actually becoming starts than non-state-financed
units. We are considering, in short, the one part
of Section 8 which has clearly worked.

-- HUD believes that in FY 1978 state-financed units
could achieve at least 70,000 reservations, well
above the 50,000 reservations Secretary Harris
has proposed. Some housing experts question the
70,000 figure.

-- Since no new outlays are involved the legitimate
budget question is budget authority. The argument
that state projects require twice as much budget
authority does not consider the fact that assis-
tance for privately-financed units would generally
be renewed after the 20-year period to avoid the
wholesale eviction of project tenants. The dis-
tinction between 20 and 40 year terms thus breaks
down if you assume that lower income tenants in
higher-cost projects will require assistance for
the longer period.

~—- The notion that state-financed units are more costly
ignores certain considerations. First, subsidy
figures for FHA-insured projects do not take account
of the usual accompanying GNMA subsidy. Second,
the cost of FHA-insured projects does not take
into account HUD's risk of loss if the project
defaults -- HFDA's assume that risk. Finally,
HFDA provides for higher contract price units so
that their projects can be financially viable, con-
tributing to the much larger failure rate of non-
HFDA developments.

~=- Congressman Ashley (Chairman of the Housing Sub-
committee) believes if HFDA units are not specifically
included, Congress may put them back in. Other
Congressional leaders do not necessarily see strong
feeling on this issue.

Recommendation: We believe you should consider approving the
50,000 state-financed units to increase the likelihood of our
meeting the 400,000 unit goal.




Justice

Law Enforcement Assistance Administration for juvenile
justice and delinquency prevention programs

Recommendation: We support OMB's view.




Legal Services Corporation (Issue not raised in OMB memo)

Issue: Should the budget authority for Legal Services
Corporation be increased over its current funding of
$125 million? The Corporation requests $217 million in
budget authority. OMB has recommended $150 million.

Agency Position: The Corporation requests $217 million for

FY 1978 so that it can begin to meet its statutory mandate

to provide minimal legal services to poor persons. This
amount would enable the Corporation to provide minimum

access to legal services for the first time to approximately
10.6 million poor persons who do not now receive such service.

The Corporation believes that previous funding levels were
inadequate and that increased budget authority is necessary
to demonstrate this Administration's commitment to legal
services for the poor.

OMB Views: The OMB believes that the Corporation has provide
no evidence to support its estimate of the number of poor
people and their need for legal representation. They believe
that the Corporation did not show that funds were not
available from other sources.

The OMB recommends FY 1978 budget authority for $150 million.

Recommendation: We recommend that the budget authority be
increased to approximately $200 million. This figure would
reserve the trend of previous administrations, and demonstrate
our commitment to equal access to the courts. Attorney General
Bell supports the Corporation's full $217 million request.



ISSUE Additional funds for maritime operating and
construction subsidies

Discussion

The merits of shipbuilding and operating subsidies hinge

on the national defense justification for a strong merchant
marine. During the campaign we specifically endorsed the
national security concept and affirmed support for a strong
American built and manned fleet.

Current construction funds are sufficient to carry the program
at present levels. There will be criticism of our failure

to deliver on our campaign commitments to accelerate the

rate of ship construction, but there is legitimate doubt
whether additional ships actually need to be constructed for
service in our merchant fleet.

A more diffiqjtquestion is raised by the proposed moratorium
on new contracts for operating subsidies. Top executives
of major American flag shipping companies have contacted us
to indicate that there will be disruption of their industry.
They claim their ability to bid for new contracts, obtain
financing, and hold market shares will be jeopardized. The
maritime unions also view the moratorium as an unexpected
threat to their jobs.

While the concept of keeping our options open sounds
plausible, operating subsidies for our merchant marine
cannot realistically be phased out in the forseeable future.
Support for the merchant marine is very strong in Congress,
and we can expect quick Congressional action to reverse
restrictions on operating subsidies.

Recommendation

Accept OMB's recommendation for no new construction authority
but 1ift the restriction on the signing of new contracts.
Unless we fully intend to take on the issue of maritime
subsidies during this budget cycle, it is unwise to incur

the political liability of appearing to oppose maritime
interests, based on the unrealistic belief that we are keeping
our options open.




ISSUE Funds for Urban and Highway Transportation

Discussion

In comparison with the Ford Budget, OMB's recommendations
will add approximately $1 billion to the highway ceiling
and $50 million for mass transit. On political grounds
the increase in highway funds is sound. The House would
almost certainly raise any ceiling which we proposed which
was below last years level. On programatic grounds the
small increase in transit funds (for buses) and the
moratorium on major commitments for transit projects is
also sound. If we are to move to consolidated funding

we need to refrain from long term commitments which would
have to be fulfilled even after the adoption of consolidated
funding.

However, the political liabilities of substantially increasing
highway funds while holding down mass transit appro-
riations should not be underestimated. We can expect
severe criticism from big city mayors, transit operators

and liberals generally for this presumed slighting of mass
transit. The OMB mass transit proposal is far below the
$400 million in increased capital grant funding originally
requested by Secretary Coleman. To varying degrees we will
lose the trust of urban transit supporters and this will
complicate any effort to achieve consolidated transportation
funding in the future. New momentum will be generated for
Senator Williams $11.4 billion transit aid bill.

Recommendation

Accept OMB recommendation but inform Congress that we will
be proposing consolidated funding for urban transportation
during this budget cycle.

Small additional increases in funds for buses will not solve
our political problems. Therefore we should follow this
budget as quickly as possible (within 60 days) with our
proposals for consolidated financing for urban transportation.
The only shield we will have from criticism of these budget
~priorities will be our proposals for new funding mechanisms.



ISSUE Additional capital funds and interest subsidies
for the Washington METRO transit system

Discussion

METRO has experienced enormous cost overruns and faces large
operating subsidies when completed. The system is currently
in the midst of a reevaluation of its future. It is important
that this review by local jurisdictions be completed in

a fiscally disciplined framework without assurance of full
federal funding.

Additional help for METRO may be appropriate later. But
bailing METRO out now will set a precedent which other
cities may expect to be repeated later, and we should not
risk raising undue expectations of federal help in other
areas.

Recommendation

Accept the OMB recommendation to postpone additional capital
and interest subsidies until the evaluation studies are
completed. :




ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION

The OMB Director's Review of the ERDA Budget has not

been held, and we have not yet been supplied the cur-
rent information. There are three major issues which
need to be evaluated:

-- nuclear proliferation
-- fast breeder reactor
-- synthetic fuels

We will be analyzing these issues as soon as the
materials are provided to us.



Note* Issue raised in earlier
OMB memo

ISSUE Labor Department job programs

Discussion

The Jjobs component of the fiscal stimulus package has
already gone to Congress. OMB recommends no change in the
overall size of the package but raises two issues which
deserve attention:

1) That the array of new categorical programs and
the reimposition of greater federal control in
setting standards for CETA block grant programs
represents a basic change in the relation of states
and localities to the federal government.

2) That the Labor Department package runs directly
counter to the stated goal of a counter-
recessionary program. No planning is being done
for phase out, and the proposed program mix will
be much harder to cut back than a less categorical
delivery of jobs money to the states and localities
for temporary projects.

To some extent these problems are inherent in the use of a
jobs program at all in the stimulus package. There is a
basic conflict between the creation of useful jobs at the
local level, and the desire to have a program which can be
painlessly cut back as the economy improves. A counter-
recessionary jobs program can be especially unfair to the
disadvantaged, who may find that there is no federal money
to keep them on local payrolls when the economy improves.

Recommendation

In light of the detailed message to Congress outlining our
jobs program, we have little choice but to retain the basic
features of the program. Within this framework, however,
the Department of Labor should be instructed to attempt

to maximize the freedom of local decision makers in the
design and implementation of their own programs provided
they serve the populations we seek to help. In addition
DOL should begin planning measures to implement the phase
down of these programs as the economy improves.




THE WHITE HOUSE

WASHINGTON

February 11, 1977

MEMORANDUM FOR: THE PRESIDENT
i
FROM: STU EIZENSTAT éSij/
SUBJECT: Hospital Cost Containment
Program

HEW Secretary Califano has endorsed and further developed
the program to control health inflation that was contained
in the draft legislative package I submitted to you on
January 3. My staff and I have closely examined the HEW
proposal, and although we are not wedded to each detail,
we are in full agreement with this program. It is now
included in the budget submission being transmitted to
you by OMB Director Lance.

The program would limit overall cost increases in our
hospitals, where 40% of all health spending occurs,
Hospital inflation is now 15% per year. The program
would limit the national growth of hospital expenditures
per patient to approximately 10% per year. Federal
Medicare and Medicaid savings would be $793 million in
FY 1978, total savings to the economy would be $1.65
billion, and state and local Medicaid savings would be
$115 million, A more detailed description of the program,
prepared by HEW, is attached as Tab A. A copy of this
description is being circulated to the Economic Policy
Group for their comments.

This is an interim approach, designed to operate for
18-24 months, to be introduced and passed as a complement
to the permanent Talmadge system for prospective reim-
bursement of hospitals. The sophisticated Talmadge
system would take over on a phased-in basis as adminis-
trative capability permits.

My staff is working with Senator Talmadge's Finance
Committee staff on his legislation establihsing the
permanent system, Further, the Senator's staff reports
that he is willing to support the interim cost contain-
ment program, In fact, staff indicates he is prepared

to make it part of his bill, if you request that he do so,



If you agree that we should continue to pursue this
approach, the need for your involvement is now great.
The publication of our proposed budget on February 22
will make necessary an explanation of how we antici-
pate accomplishing the Medicare/Medicaid reductions
it contains.

The first priority is to consult in advance with the
health leaders on the Hill., My staff has talked with
the major Hill staff members and believe that this pro-
gram will be supported. Tab B contains the names of

the eight senators and Congressmen whom you might call
early next week, and suggested approaches you might take
in those conversations.

The remaining interested parties--labor, business, health
insurers, and health providers--will be contacted by
Secretary Califano and me. The reaction to this pro-
posal will probably be as follows:

1. Labor. The unions will be generally supportive,
They are concerned about rising health costs, they
recognize that National Health Insurance depends on cost
containment, and they support the expenditure limit
approach in the Kennedy-Corman Bill which--like the
proposed program--does not involve wage and price con-
trols. Those unions with hospital employee members may
have difficulties with the program. We will attempt to
address this problem by explicitly incorporating into
the exceptions criteria a consideration for low-wage
hospitals.,

2. Business., Although as a general principal the business
community 1s opposed to federal intervention, it is
increasingly concerned about health care costs and becoming
aware that the health industry departs from traditional
market models., If handled gingerly, the business commu-
nity could be persuaded not to vehemently oppose the pro-
posed program. The automakers have been the most visible
in discussions of health costs, and may even be supportive.

3. Insurance Industry. The health insurance industry is
also deeply concerned about health care costs. Some Blue
Cross chapters are on the verge of bankruptcy. In addition,

sophisticated industry leaders recognize that if inflation
continues unchecked, the public and Congress may accept

the argument that only total federal financing can control
health costs. We should make the insurance industry aware that



this program represents its opportunity to demonstrate
that it can work effectively with hospitals to control
costs and that it deserves a major role under national
health insurance. It should also be made aware that
the most widely mentioned alternative to the system-
wide limitations proposed here is a limitation on
Medicare/Medicaid expenditures alone. The industry
strongly opposes this alternative because it would
force hospitals to shift their rising costs to private
payors.

4, Health Providers. Hospitals will complain strongly

against the program, although many recognize that such

a system is necessary to enable them to resist physician
demands for more expensive equipment and so forth. The
AMA will be strongly opposed.

You may wish to have me send, over your signature, a
series 0of telegrams to selected leaders of the above
communities, urging their support and recommending con-
sultation with Secretary Califano and myself.

This proposal is not a system of wage and price controls,
but an effort to limit the overall growth of hospital
expenditures, Experience indicates that without govern-
ment intervention, health inflation will continue
unchecked.

I believe that this program has good prospects for
adoption, and that a strong cost containment effort is
crucial to the success of any national health insurance
proposal.

cc: Frank Moore



February 10, 1977

HOSPITAL COST CONTAINMENT SYSTEM:
HEW PROPOSAL

Summary of the Proposal

The President would initiate an effort to develop a permanent hospital
cost containment system to cover all payors--Medicare, Medicaid, Blue
Cross, commercial insurance and self-pay. The Secretary would appoint

a national advisory committee of broad representation to advise

on all aspects of the system and help determine future trends in

spending for hospital care. The program would be directed by the
Secretary of HEW and would begin with a directive from the Congress

to establish limits on annual rates of increase in hospital reimbursement
from all payors, beginning in FY 1978, after consultation with the
health industry and the public. The program itself would be administered
in large part by the hospitals and private third party payors who would
be responsible for working with the Federal and State governments

to achieve needed efficiencies and economics in health care.

Recognizing that a simple ceiling on increases in hospital
reimbursement can be inappropriate for changing conditions over a long
period of time, the Secretary would be authorized to work in consultation
with the Congress to evolve a more permanent cost containment program,
the form and stringency of which would be subject to negotiation

with the health industry and advice of the national committee. This
plan would then remain in effect until absorbed by reimbursement
provisions of a comprehensive national health insurance plan. The
Secretary would also be directed to develop criteria to waive Federal
cost containment requirements in those states that have acceptable
hospital rate review programs.

Budget Implications

Fiscal Years
(In millions)

1977 1978 1979 1980 1981
Hospital Spending without
Cost Containment 5 64,652 $ 74,931 S 86,396 S$ 99,269 S 113,266
Estimated Savings 2,442 4,900 7,840 10,888
Federal Medicare 659 1,323 2,117 2,940
Federal Medicaid 134 270 431 599
State Medicaid 115 230 368 512
Other State & Local 291 583 933 1,296

Private Sector 1,243 2,494 3,991 5,

542



Key Features of the System

Appointment of a national level advisory committee composed of
individuals representing consumers, insurers, physicians, nurses,
hospitals, labor, business and government. Specific responsibilities
of the committee would include advising the Secretary of HEW on:

1.

3.

Criteria for granting waivers from Federal cost contain-
ment programs, both short term and long term, for those
States with acceptable hospital rate review program, and
how the Department could further assist states in developing
that capability.

The potential effects of alternative levels and types of
hospital cost containment, beginning in FY 1978.

Any proposed hospital cost containment regulations or policies
prior to their publication for public comment.

Congress would direct the Secretary of HEW to establish prospective
limits on increases in hospital reimbursement for all payors for
beginning in FY 1978 after consultation with the health industry
and the public. Provision would also be made in the legislation

for adding necessary staff.

Tentative Timetable - Assumes passage in May, 1977 and first

reimbursement limits effective on October 1, 1977:

Secretary solicits opinions through a notice of intent
published immediately upon passage of legislation.

National level advisory committee selected by July 1.

Secretary consults with advisory committee representa—
tives of major national organizations (by July 15).

Secretary holds public hearings in each of the HEW
regional office cities (by August 15).

Secretary establishes tentative limits and publishes
notice of proposed rule making for 30 days of public
comment (by August 22).

Secretary consults with national advisory committee and
representatives of major national organizations and makes
any necessary changes in limits, which are published in
final form effective October 1.



Preliminary Recommendations for FY 1978

1. Under the Federal System, a limit of approximately 9% on
increases in reimbursement for operating costs per
admission for each hospital, with exceptions totaling
about 1% of expenditures to handle unusual financial
hardships and the added cost of approved new capital
and services.

2. Waiver for States with acceptable hospital rate review
programs.

3. Separate controls on hospital outpatient departments, to
encourage alternatives to inpatient care.

4, Federal programs would encourage additional cost con-
tainment activities such as second opinion before surgery,
pre—admission review for non-emergency hospital care, etc.

5. Monitoring for compliance by Federal government, primarily
using data already reported by hospitals for other
programs, such as Medicare and Medicaid. Hospitals found
in violation of reimbursement ceilings in any year could
"repay" excesses by reducing charge or reimbursement
increases in future years. Civil and criminal penalties
would be included to combat fraud and abuse.

Program Justification

There is an urgent need to set a course of actions designed to contain the
continued rapid and disturbing rise in the cost of health care, particularly
the cost of hospital care. These costs continue to increase much more
rapidly than the overall cost of living, and abatement is not likely unless
strong action is taken. The Department therefore proposes a multi-stage plan
to contain the increase in hospital costs, all based on a strong Presidential
initiative.

Over 90 percent of all expenditures for hospital services are now paid for
by some third party. More than 50 percent of hospital spending is
reimbursed based on costs incurred by the hospital in providing services
(cost-reimbursement), with another 40 percent paid by insurance companies
based on the charges billed by the hospital. Medicare and Medicaid as well
as most Blue Cross plans use the cost-reimbursement system. Cost-reimburse-
ment was originally considered the best cost control device for public



programs——hospitals would not lose money, nor would they make profits.
However, it is now generally recognized that open-ended cost-reimbursement
has not encouraged sufficient restraint in spending by health care pro-
viders. 1In effect, the higher the hospital's cost, the higher its
reimbursement.

Since the introduction of Medicare and Medicaid, the average cost of a day
in the hospital has tripled from $44 per day in 1965 to $154 per day in
1976 compared to only a 70 percent increase in the overall cost of living.
During this past year alone, while the overall CPI rose 7 percent, the cost
of a stay in the hospital rose almost 15 percent, and the rate of increase
is expected to be almost as high in the next few years. These increases
alone have added about $2 billion to the budget of public financing pro-
grams in FY 1976 and are expected to add an additional $2.5 billion in

FY 1977. Previous attempts to control the costs of just public programs
have been fragmentary, small scale, generally arbitrary and have had little
net effect on either program or total hospital costs. Most of the depart-
ment's current efforts are either limited in scope, just starting or
experimental in nature. Therefore, postponing development of a comprehensive
hospital cost containment system would merely perpetuate the current cost
escalation and reduce the likelihood that the nation could afford national
health insurance.

Estimated FY 1978 Allowance

The basic allowance

Expected increase in wages in the general economy 8.1%
Expected increases in price (total CPI) 5.5%
Weights: payroll = 55%

non-payroll =  45%

Calculation: 7.0% due to increases in wages and prices
(8.1% X .55 + 5.5% X .45 = 6.9%)

[\

.0 for added intensity

.0 total basic allowance for each hospital

O

Adjustments
— The FY 1978 allowances would include two adjustments:

1. Revenues to cover added depreciation due to increases
in services or facilities where they could not be
financed out of the revenues generated by the added
patients (pool of $100 million under Medicare and Medicaid
to be dispensed by the States on an individual case basis); and
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2. Exceptions for unusual financial hardships causing a
negative cash flow or unusually large wage settlements
required by equity considerations, e.g. effect of
minimum wage laws (estimated to be approximately $50 million
under Medicare and Medicaid).

Basis for Long Term Estimate of Savings

The hospital expenditure projections above were based on the FY 1976
estimate of hospital spending by the Office of Research and Statistics

of SSA. They were inflated by the annual growth rates estimated by the
SSA Actuary. The rates of growth were then reduced for inpatient
services in short term general hospitals to take into account a 9 percent
limit on increases in reimbursement per admission, plus exceptions and
adjustments. No savings were estimated for long term, psychiatric or
tubeculosis hospitals. Finally, the savings were apportioned to each
payor based on its percentage of hospital expenditures in FY 1976.

Supporting Arguments

1. Medical Costs Are Out of Control

- Hospital spending rose over $7 billion in FY 1976.

- Cost per hospital stay rose almost 15% in FY 1976.

- Medicare and Medicaid spent $14.5 billion for hospital care in
FY 1976, and expect to spend almost $18 billion in FY 1977.

- Half the increase is due to inflation, while the other half is
is accounted for by additional use of inputs.

- Unless something is done to contain the increase, total hospital
spending will be almost $75 billion during FY 1978, with the
Federal Government spending about $30 billion.

- If inflation is allowed to continue at current rates, spending
under national health insurance could double in five years.

- The HEW proposal would provide substantial fiscal relief to
States and localities. Savings could be in excess of $400 million
in FY 1978, growing to $1.8 billion by 1981.

2. Direct Implications for National Health Insurance

- The short-run limits on reimbursement increases are not considered
by anyone to be the panacea making national health insurance finan-
cially feasible. They are a necessary first step in an evolution-
ary process to build in long-run cost and quality controls as pro-
mised by the President during the campaign.

- The HEW proposal commits the administration to prospective reimburse—
ment, not permanent controls based on any specific short-run approach.
This is completely consistent with a major compaign promise.

- The HEW proposal would encourage the evolution of strong positive
relationships between the Federal government and States, and would
not lock the Federal government into any particular arrangement
that would not be consistent with the administrative structure of
national health insurance.
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3. Effects of Cost Containment Efforts Limited to Medicare and Medicaid
Alone.

- Freezes in the principles of the 1977 and 1978 Ford budgets.

- At best, it would achieve short-run budget control, with no
real cost containment potential. It would not curb total
hospital costs, and hence national health insurance would
become extremely expensive in furture years.

- Would have a whipsawing effect of shifting costs to private
insurance, adding to the burden now faced by the average
Amer ican worker.

- Would eventually result in a fraud and abuse problem similar
to that now faced by Medicaid.

— Within five years a Medicare hospital day might be reim-
bursed at $236, while a private sector day might cost
283.

— The likelihood of a further 20% difference in payment
might result in hospitals rethinking long-standing
commitments to Medicare patients.

-- Two class medicine could become a reality for Medicare.

— Might discourage hospitals from admitting elderly patients,
and bring back "ward medicine".

- The cost differentials between public and private patients will
eventually catch up with us--leading to pressure for distuptive
termination of controls.

- Controls on Medicare alone would be politically unacceptable—to
aged groups, labor, and the private insurance industry.

4., Administrative Burden

- The HEW approach, by relying on existing third party mechanisms
would have minimal additional administrative cost.

- The HEW proposal would require no more than about 100 new staff
once fully implemented.

- A program limited to Medicare and Medicaid would not be much less
costly to administer.

- The State waiver provisions would encourage continued investment
by States in prospective reimbursement systems consistent with
long-term Federal policy objectives.

- A strong involvement of the President in jawboning could have
significant positive effects in encouraging greater efforts by
the Governors and State and local agencies to solve cost problems
themselves.

5. Value of Private Sector Efforts

- No large-scale private sector efforts have been undertaken yet.

- Anecdotal evidence on private sector efforts to date show that
these efforts are necessary but not sufficient. They are frag-
mented, and clearly do not have adequate influence in most
communities.

- Most communities are now looking to the public sector, especially
the Federal govermment, for leadership.

- Not supporting such activities by a comprehensive Federal cost
containment system would severely undermine the potential benefits
of State and private sector efforts.



TAB B

SUGGESTED REMARKS TO CONGRESSIONAL
HEALTH LEADERS

Senator Herman Talmadge - Chairman, Health Subcommittee,
Senate Finance Committee

I would like to propose a short-term program which places
a limit on the expenditures per patient each hospital can
make. This program will reduce hospital inflation from
15% to about 10%. It is meant to complement your efforts
to establish a permanent prospective reimbursement and
cost control system, I hope it can be a part of your
prospective reimbursement bill, which I support fully,
and which our staffs have been working together on. My
staff and yours will continue to work together,

Senator Edward Kennedy

Chairman, Health Subcommittee,
Senate Labor & Public Welfare
Commi ttee

Chairman, House Ways & Means
Committee

Speaker of the House

Majority Leader of the Senate

Congressman Al Ullman

Congressman Tip O'Neill
Senator Robert Byrd

I would like to propose a short-term program which places
a limit on the expenditures per patient each hospital can
make. This program will reduce hospital inflation from
15% to about 10%. I believe that this interim inflation
control program, which will later be replaced by a perma-
nent prospective reimbursement system, is the essential
first step toward national health insurance, I look
forward to your support. My staff is ready to brief

you and work with you,.

Congressman Dan Rostenkowski -~ Chairman, Health Subcommittee,
House Ways & Means Committee

Congressman Paul Rogers - Chairman, Health Subcommittee,
House Interstate and Foreign
Commerce Committee

Senator Russell Long - Chairman, Senate Finance
Committee

I would like to propose a short-term program which places
a limit on the expenditures per patient each hospital can
make, This program will reduce hospital inflation from



15% to about 10%. I believe that this interim inflation
control program, which will later be replaced by a perma-
nent prospective reimbursement system, is essential to
control our rising health costs and to make possible
important reforms in our health programs. I look forward

to your support. My staff is ready to brief you and to
work with you.
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¥Yo: Mr. Bert Lahce, The Director . pAre: Pebruary 10, 1977
rrom: BOo Cutter

sunizcr:. Budget Discussion with the President

This is for your meeting today with the President. Attached
is a list of the budget appeal issues that we think should
be discussed with the President on Monday or Tuesday. Other
issues that agencies are .appealing can be settled here in
OMB. We will give you a full list.

We presume that the budget issue discussions with the
President should include agency heads for those issues
affecting the Departments of Health, Education and Welfare,
Housing and Urban Development, the Environmental Protection’
Agency, and the Federal  Energy Administration/Bnergy
Research and Development Administration. Our estimate of
the time needed for all the discussions is 5 hours. If no

. agency heads are included, the time could be reduced to 3-
1/2 hours.

The first issue on Labor's fiscal stimulus programs is more
urgent " than the others. Chairmen Mahon {House
Appropriations) and Giaimo (House Budget) are calling OMB to
ask that appropriations requests for the . fiscal stimulus
package be sent to the Congress as early as possible next
week. We can send such a package if the issue on the Labor
training and Jjob- programs is. resolved guickly--today if
possible. However, we do feel that the present design of
Labor®s part of the stimulus package represents a major, and
relatively unexamined, change in strategy and could have
important effects upon program capability, personnel lievels,
‘and our -ability to phase programs out in later years.

Attachment

| cc: Dale McOmber

bce: Official file (BRD/FAB Rm. 6025) Mr. Johnson

Mr. Cutter (2) - Mr. Norwood

Mr. Modlin : Control

Mr. Mathiasen ' Chron

Mr. Dame , .
Mr. Strauss ¢

] : - _BRD/FAB:DMcOmber/DMathiasen:sar 2/10/77
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Fiscal Stimulus Package -~ Department of Labor Issues

The Department of Labor design for the programs to implement
its part of the fiscal stimulus package present major policy
issues for the future direction of manpower programs and for
, the potential of phasing out these expendltures after the need
. v-:for stlmulus is past. e o

«..«-.‘ ?

' ;f - Categorlcal Programs for Youth, Veteransl M;grants, etc

‘,.r\‘.r - ‘_u .

. - Labor would impose strong Federal controls on desmgn
‘and Federal review and approval of progects, in order to insure
”'quallty. Annual cost-' $1.6 billion. -

— Thls reverses the pattern in Comprehen51ve Employment

and Training Act (CETA) of providing-econsiderable-local

discretion on program de51gn

-- Labor would move comparable controls to the base CETA
programs, arguing that CETA fails to serve the disadvantaged ,
adequately (67% vs 78% in predecessor programs) or to use ekrll 1
,tralnlng. BT i

4 L —— Groups served and program mix are more the resﬁlt of
. recent economic conditions. There is no analytical evidence of
‘failure of CETA. Lo o

—— There is no ev1dence that Federal program desxgn leads
to better programs.

—— The same targetting on groups in need can be accomplished
by alternative methods with the same outlay ‘effect but without
‘this withdrawil from local discretion on design and with a somewhat
greater chance for eventual phase—out

EEELL@LQI_apprQth_E;esents a markedly different manpower strategy

‘than that provid In our judgmen e
choice between the emphasis on local. discretloﬁ“and‘the emphasis

on Federal controls is sufficiently important to merit Pres;dentlal
review.

.ff’
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 Corps) in Agrlculture and Interior.

. does offer faster hlrlng)

Federal Staffing | vﬁ:

- Tﬁe Labor aﬁproaoh in total requires 521 new staff.
in Labor and 3,000 to 5,000 (for the Rural Youth Serv1ces

s

- Alternatlve approaches could accomplish the program
goals w;th a total of only 125 new staff.

: A Labor wonla gﬁt 75 000 of the 415 000 new jobs in
the Comprehensive Employment and Training Act (CETA), Title

IXI, which does not limit eligibility to low 1ncome[}ong—t§gmm
unemployed, and which is considered a permanent program (It

- Puttlng all the increase in Tltle VI would ensure reserv1ng
this device Tor those WSt in Heed: Title VI also uses one year

projects making phase-out more likely.

t

=— Labor is not planning to submit legislation that ﬁhases
down public jobs as the economy 1mproves.

bf--v The 725,000 publlc jobs will cost $6 bllllon per year.
ahout $5 5 bllllon over the prerece551on levol

I BTCYYY PR S
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Should the FY'1§78'fequest féf funds be withdrawn

“Issue:
for controversial water resource construction projects?

-Discussion: We have begun a reV1ew of all water resources
“development projects now under way to determine recommended
idisposition of all those that are (1) environmentally contro-
“.versial (2) economically marginal or (3) present potential
safety problems. Environmentalists urge that you amend the
FY 1978 budget to eliminate appropriation requests. for about
230" projects pending compIét1on of that Teview, Under this"

.- €ontept-youwould Submit later upward budget amendments for

- any that you w1sh to relnstate. -

A 115t of prOJects along w1th the pertlnent 1nformat10n on each
-is.being prepared for dlscu551on of thlS issue.




‘EnV1ronmental Protectlon Agency

Issue- What should be the full-time permanent posltlon cerlrng
for tHe Envrronmental Protectlon Agency°

- F

gency P051tlon- The Admlnrstrator—de51gnate has not. taken a
position on the Agency's personnel ceiling. However, the Acting
Administrator has appealed for an increase of 1,992 additional

.'posrtlons over the January budget ceiling of 9, 698.

e Sosd . N
~~~~~~ m.v,;. A R - iR S 3
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The Actlng Admlnlstrator clalms that the addltlonal pos1tlons are
_critically needed in order to permit the Agency to meet 1ts regu-
,1atory respon51b111t1es. Furthermore, he states'_

»'The AgenCy has recelved only 347 p051tlons‘1n the last four
- years although it has moved to implement the clean water,
safe drlnklng water, ocean dumplng, noise and pest1c1de Acts;

o - - ,.., o ) ,‘ ::,':."L._ ’32
"Implementatlon of the recently enacted SOlld waste and toxic
substances legislation requlres still additional personnel
and makes further reprogrammlng efforts extremely dlfflcult,

3Cuts made below current levels 1n the wateruquallty enforce-
.ment and research and development areas could result in
flrlngs as Well as the closure of some facxlltles,

;The program and flscal 1ntegr1ty of the huge constructlon

-grants program requlres an 1mmed1ate 1nput of 300 p091tlons.
R = Ty

OMB Vlews- On appeal the OMB recommendatlon 15 to grant an

‘additional 110 positions for the construction grants and solid

.waste programs. Programmatically, further additional positions are

“not viewed as cr1t1ca1 to the effectlve operation of the Agency -

EPA is basicaliy‘a‘reguiatorylngency. Further increases in -
personnel will result in additional Federal regulatory actions
> without, necessarlly, any reductlon in current lower prlorlty
areas,

__The Agency has recelved over 3 700 new p051tlons since it was
';formed to meet 1ncrea51ng program requlrements,
P i -"nfu ',_.1 ,, ;,
The January budget provrded 280 addltlonal pOSltlonS for the
new toxic substances legislation (100 new positions to be
provided immediately) and 30 positions for the new solid
: Yg;te 1eglslatlon to build on its current personnel level of
- : : e :

e ,The Agency s annual attrltlon rate of 15% (1 400 p051tlcns)
', per year, in combination with the reprogramming of skills,
-~ are tools available to the Agency to meet the programmatic
changes requlred by the January budget ;




Environmental Protection Agency

Iseue- Waste Treatment Constructlon Grants _
| Should the $400m11110n FY1977 supplemental request for the
fg constructlon of sewage treatment faCllltleS be 1ncreased9

: Agency p051t10n: The AdmlnlstratormdeSLgnate has taken no
 position on this issue. The Acting Administrator requests

a FY1977 supplemental of $4.5 billion allocated among all
the States.<

50MB'v1ews. "Although $6 bllllon is currently avallable for
.obligation, approximately 11 States will run out of funds,

/requiring an estimated additional $400 million. OMB recom-

mends a $400 mllllon targeted to only these States because'

The $4 5 billion FY1977 subplemental wlll increase out-
7 lays by $20 million, $30 million and $170 million in
~fiscal years 1979, 1980, and 1981 respectlvely, over
“the $400 mllllon proposal

'The”$4.5 bllllon proposal w111 result in the fundlnq

of types of projects that would be ineligible under

- proposed-amendments aimed at funding only high priority
". projects while reducing the long term cost of the
”fprogram from $330 bllllon to $45 blllan.

A large FY1977 fundlng level w1ll prov1de suff1c1ent
funds for all States through most of FY1978, reducing
;' pressure on Congress to take early action on reform
‘legislation to focus funds on high priority pro;ects
and reduce the long term cost of the program. -




ﬁﬁvironmental Protection_Agency,

PR
N

Ieeoe. what should be the fundlng level of Federal plaﬁning
and support grants to state and local pollution control
agencles. . T

T e

Agenc179051tion: The Admlnlstrator - de51gnate has not taken

~a position on this issue. The Acting Administrator has

- .requested an additional $124 million over the current allowance
. 0of $138 million. The Agency believes that: 1) increased L

-“ﬁynds are needed by the States to perform their role in -

meeting environmental objectives envisioned by the various

"environmental statutes and 2) that the increase in funds

would reduce adverse Congressional reactxon to consolldatlng

‘these_grants admlnlstratlvely. ‘ &

fres e e S w :.;v, o, '.:“}'.:

OMB views: The current allowance presents a $13 mllllon (10%)
‘increase over the 1977 enacted levels. Every State and every
“State pollutlon control agency will receive a significant
‘increase in 1978. Additional funds are not merited because
‘a significant’ part of the State planning process for pollution
control will be completed in early 1978 and the States will
-have free resources to begin undertaking new tasks. The
“current level of funding meets the Agency s hlghest priority
-needs. - -




Environmental Protection Agencx‘

e
-~

Issue: Should the Administration postpone the previous
Administration's attempt to consolidate five categorical
grant programs administratively and instead pursue con-
sol;datlon through the leglslatlve process?

v R TN

‘ﬂx“

Agency Position: The Admlnlstrator-de51gnate has not
taken a position on this issue. The Acting Administrator

agrees with the concept and merits of consolidation but .
believes that we should get Congressional approval in lieu. ‘ FE
of consolidating the program administratively. The Agency h
belinves that adverse Congressional reaction could be so
.. severe that Congress may statutorlly preclude grant con-
dsolldatlon.' ) s :

OMB Vlews. Though this'would be the first attempt to con-
solidate grants administratively, there are no statutory
provisions in the Acts which préclude consolidation. 1In
fact consolidation is in the spirit of environmental - -
1egislation which recognizes that States have the predominant
role in determlnlng how funds should be distributed

among State agenc1es._

It may be the only way to achleve the needed program re-'
form since Congress has repeatedly refused or ignored
legislative consolidation.




Issue: Should a 5137 milllon supplemental for FY
proposed for water qualxty plann1ng° ST
e - Leiddad ,;.';y
Agency p051tlon: The Admlnlstrator - de51gnate has not taken SR
a position on this issue. The Acting Administrator believes
: that the $15 million included in the FY 1977 Budget is in-
.j}sufflclent. He believes that this is the most important
‘program for controlling pollution from agricultural land
r-and similar sources of pollution. Consequently he has
o requested a $137 million increase for FY 1977.
; » = 2 ‘f'jii‘-*-vz _:——’- '-‘o., .- iR e L : - e'.;:;(;‘.’_.:; ‘,"‘..
“OMB" views: The $lB7M supplemental request is 1dent1cal to
the amount currently being held back from obligation by the
.courts. The District Court of D.C. has ruled that $137M

- xr

.made available but the Justice Department has appealed this
_rullng to the U.S. Court of Appeals and a stay on the lower
courts order ex1sts unt11 the case 1s heard. : T

‘because for major metropolitan areas, which represent the
major portion of the pollution problem, over $200M has
lready been granted and these plans are to be completed
‘and submitted to EPA for approval in 1978; and 2) because ful-
-fillment of the statewide planning concept will not yield
wylarge water quality improvements since rural axeas are not

~as large a part of the pollutlon oroblem. :

upplemental funds is premature since the lower court
‘ruling may be upheld. If this occurs and a supplemental is
‘also approved, $274M in addltlonal grant funds would be
.made avallable in 1977 - : X

_Most State and Reglonal 1nterest groups, 1nc1ud1ng the
.National Association of Regional Councils (NARC} and the
"National Association of Counties (NACO) have strongly
:supported EPA's request for addltlonal funds for thls :
porogram . , s




Envxronmental Protectlon Agency

Issue- Waste Treatment Facxlxty Loan Guarantee Proqram

Should the Federal Government initiate a program of Federal
loans guaranteed by the Environmental Protection Agency to
finance the 25% local share of waste treatment facilities
currently receiving 75% Federal grant funds? If so, what
requlrements should be placed on the program’ -

”Agency P051tlon- The Admlnlstrator~de51gnate hac taken :
. NO. posxtlon on this issue. The Acting Administrator re-
;;queSts a FY 1977 approprlatlon of $50 million to be used
for payments to Treasury in cases where a municipality
defaults on repayment of an EPA-guaranteed loan,_

¥ '.‘:

MB‘VJ.ews-j OMB recommends that no funds or p051tlons be T
Sudgeted for the loan guarantee program, because°

aThere 1swno w1despread ydemonstrated need for the“
- program. The authorizing legislation was passed - 5
at the 1lth hour of the last Congress wlthout hear-:t

OMB is 1n1t1at1ng a rev1ew of the role of the Federal
. FPinancing Bank. This review may conclude that pro-

grams of this type should not be an appropriate ’
_functlon of the Federal Flnanc1ng Bank.

ﬂIfgthe programnls to be funded OMB recommends the follow,u;
1n9rrequ1rements be adoptea.

£ o R AT s -‘,i 2k
Adoptlon of e11g1b111ty crlterla proposed by Treaséry
.whlch are more stringent than those assumed by EPA.
Under law, the final determination of eligibility
-ecriteria will be made by the Secretary of the
‘Treasury. ’ . :

SL L A - - e 12
Establxshment of a contlngency reserve through a sur-
charge on all loans to be used to offset defaults.
The contingency reserve will make the program self-
financing over the long-term, but would. Stlll requlre
a start-up approprlatlon. : :

- <.5',

leltlng the coverage of the loan program to non-
Federal share of costs which are alsc grant ellglble,
excluding non-grant—ellglble items.

. 'pce leltlng coverage to prOjectS for which local flnanc—
R 1ng has not yet been arranged, excluding the reflnanc-
o ‘rng of exlstlng progects.




YRl . FEDERAL ENERGY ADMINISIRAIION

Issue: Expansion and acceleratlon of the netroleun ctorage
program. The agency 9051t10n would add about $2.6 billion
in BA and $1.8 million in outlays in 1978 for a total of
$4,252.1 million in BA and $3,213.5 million in outlays.
Increases over January plannlng levels for subsequent '
years would be substantlal

'Agency position:
to .

l.J»Expand the 500 mllllon barrels to 550 mlllron barrels
®and storage site capacity to 750 million barrels
anticipating subsequent expan51on beyond the 550
mllllon barrel'level. : - . -

Accelerateqdevelopment in order to store ZSOJﬂlllron -
barrels by December 1978 and 550 by December 1980.
Previous planned rates called for 150 million barrels

'Buoget for oil at the work market prlce (about $14w40 |
* currently) instead of the national composxte price
(about $11 40 currently). :

4

OMB views: OMB- agrees acceleration of the 500 nillion =
“.-barrel program is desirable if it is feasible and cost-
‘prudent. OMB recommends an accelerated program but at a w
‘more realistic pace, lower cost and less risk, involving '
‘no-expansion beyond the 500 nillion barrel level. 1/ This
‘approach (using the agency's schedule) would result in .
. storage of 200 million barrels by 1978 and 500 million ' .
" :'barrels by 1980 or in early 1981. The FY 1978 budget !
—~would be increased about $700 million insteadgof $2.6
%”bllllon assumlng use of the conp051te prlce.‘

e
-,»_,'; £

OMB recommends agalnst the agency prooosal because.‘

| — the storage target of 250 mllllon barrels by
o December 1978 does not appear feasible. The .
T agency is still in the planning stage. " A

o substantial amount of complex work must be
completed before storage sites can be £filled;

1/ Time was not avallable for OMB consultatlon'w1thvthe
agency on the recommended approach.” This will be necessary
to_work out a satisfactory proposal. . Sk




- ’ : . T Smrs

expansion of storage beyond 500 million barrels
has not been justified and any such expansion
should be evaluated in :developing comprehensive
national energy policy in April. Expansion to 750
million barrels from the 500 million barrel level
adds over $4 billion to the cost of the system;

[P TTY S

budgeting for oil at this point should not change
-- continue using the national composite but
reevaluate this issue in formulating the -
comprehensive energy policy by April.




FEDERAL ENERGY ADMINISTRATION

ssue: Whether to increase the intensity of audits for s
certain sectors of the petroleum industry to assure :
compliance with price controls. The agency would increase
1977 and 1978 staffing by 316 positions over the approved

.levels of 1613 and 1652 positions, respectively. This N

- would increase BA by $2.7 million in 1%77 and $%.4 million o
.in. 1978 for a total of $40 2 m1111on and $48 8 mllllon.

Agency po51t10n° Current audit coverage is not acceptable.

. A shsrategy should be adopted so that those firms that
‘fproduce 80% of the volume are audited every other year and
~all others are audited every five years. This would -

result in an 1ncrease of roughly $70 million of v101at10ns

ZOMB views: OMB recommends agalnst an increase xn stafflng;"
“-:The FEA proposal is arbltrary and does not take into ..
‘account the relative importance of the varions sectors of
the petroleum industry, e.g., producers, refiners, T
wholesalers, retailers. The audit strategy funded in the , -
January budget places more emphasis on larger firms in the
producer, and-refiner sectors. FEA's proposal would
'ﬁretaln coverages in these areas but almost double audit
frequency for those sectors of the industry which handle o
“ilesser volumes and are particularly hard hit by the =7 - = .-
iproblem that FEA regulatxons are amblguous and frequently
made retroactlve. o X
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HEALTH, EDUCATION, AND WELFARE -

l. Child Health Assessment Program

Issue: HEW proposes a new 1n1t1at1ve to 1mprove the dellvery
of health services to poor children. The program would
perate through medlcald and ‘cost $250 million 1n 1978.

: ...,z«- fa‘,—;,gsa» '$~ w0 T e

=ngency posrtlon° The present program for periodic health screen-'
) "ing of poor children reaches only 35% of eligible children,
.and only 60% to 80% of those children receive treatment.
-his program will help pave the way for national health
flnsurance by 1mprov1ng dellvery system. ;

r?‘

Bl

MB views: Opposes 1n1t1atlon. (1) The problem w1th the

present program is enforcement. (2) Before endorsxng another
. new proposal that sets a partlcular course of action, a more
thorough plan should be examined in the context of an
1n—depth rev1ew of the ex1st1ng program.

Educatlon of the Dlsadvantaged, Elementary and Secondary

2 &
¥ Educatlon :

>Issue. Add another $150 million to program above $200 milllon
i already added to January budget. .:fr

'Agency p051tlon~‘ Funds needed to keep pace thh the growth
Vln educatlon expendltures generally.

OMB:v1ews- =Such a proposal leadsfto large future spendlng for
this program with no relatlonshlp of achlevement to effectlve
use of the funds.. - . ‘ _ : el

3{3.' Medlcare Relmbursement

'Issue. HEW proposes to (1) freeze the premlum rate pald by :
each enrollee in the supplementary medical insurance program,
(the January budget proposed an increase from $7.20 to
$7.70); and (2) to have a slower phase-in of a plan to :
eliminate the differentials between urban and rural phy51c1ans.
Cost: $382 million. : 5

Agency position: Freezing the premium (cost: $182 mllllon) wlll
alleviate a financial burden on the elderly; the physician
: relmbursement proposal (cost' $200 mllllon) would help curb




3. Medicare Relmbursement (contlnued)

the 1nflatlonary splral on phy51c1an fees and help promote
prlmary care servzces. , o ,4“ 3

Tt

e

OMB v1eWS° Accept premlum freeze, reject relmbursement proposal,
. since it will not cure inefficient geographic and specialty
‘distribution of physicians and could cost more for the same
level of service. Suggest an evaluation leading to an
"integrated rural health strategy as part of 19279 budget.

e _‘—|

Issue‘ 'HEW proposesbaddlng $208 mllllon so ascto permlt the
. maximum award per student at the authorized level of $1,600 i
per year rather than the $1 400 proposed by OMB. i -

*eOMB views: Fundlng levels have already been zncreased $264

~million above January budget, thereby extending participation
_ to 500,000 middle-income students. Pending development of a
- hlgher education strategy, this increase shows ev1dence of
' commltment. C :

L2

.

“fissue. HEW proposes addlng $286 mllllon of capltal contrlbu-
tlonséto the dlrect student loan program. .

T

A% -
B _.1;;:;«»

e ¥ & %, : b X
:‘Agency P051t10n- HEW feels that proposed leglslatlon ellmlnatlng

=y funds for this program w111 result in confrontatlon wlth the o

Congress._:_ ; SR

.OMB views Opposes increase. This program duplicates the basic
. -grant program, for which increased funding is recommended,
- as well as the guaranteed student loan program, which is
estlmated to sub51dlze 900 000 new student loans 1n 1978.

6. Impact Aid for Educatlon

Issue: HEW proposes to drop proposal to exclude 1mpact payments
for children in public housing ("C" children) in approprla-
tion request. Cost: $68 mllllon.




. H

. 6.

Agency position: Fundlng is de51rab1e since target is
disadvantaged in urban areas. Any elimination of these

_payments should be accomplished by legislation as part of

overall plan to serve the disadvantaged.

"Funds provided will not necessarily go for
If aid to disadvantaged is purpose,

Impact Aid for Education (continued)

¥

i

A

OMB views:
~disadvantaged children.
then specific funds for that purpose should be added to

%ementary and secondary educatlon. e .




: aousms AND URBAN DEVELOPMENT .
. ’ —p I .
Issue: Should the Secretary have more dlscretlon over the
way Community Development Block Grants are distributed, or
should the use of a needs~based formula be emohasxzed?

Agency position: Secretary Harris believes she must have’
control over the distribution of substantial sums in order
to take advantage of spec1a1 development opportunities.

- :dﬂ
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OMB views: The proposals would undermlne the needSHbased
" nature of the current distribution mechanlsm, and revive
- some of the discredited features of the previous system
.. for *distributing funds —- the empha51s on grantsmanship,”
~~congressional intervention in the awards process, and
""substitution of Federal priorities for local priorities.
- Moreover, the few specifics provided on the intended use
.of these funds indicate no differences from uses under the
~current program. OMB believes a decision on reorienting
"the program in this way should be deferred athtbis-time.-

S TR N e Sl S L 2. ek SOAr s a0




Housing and Urban Development

Issue: Should budget authority for the subsidized housing programs
be increased by $22 billion to provide (1) higher subsidized rent:
levels, (2) extended contract terms, and (3) special set-asides, for
State housing agencies? (This would be in addition to the $12.1 bil-
lion increase jointly recommended by HUD and OMB to raise the activity
level in 1977 and increase support for public housing.) The increase
rwould raise outlays by $40 mlllion in 1977 and $60 million in 1978.

Agency position: Secretary ‘Harris believes that higher subsidized

rent Jevels and longer subsidy terms are needed to assure achievement

of.her goal of approving 400,000 units of housing for 1977 and 1978.

‘She also believes State agencies can provide hous1ng more quickly

than private developers.

OMB views. No evidence has been presented to indicate that subsidized
rent levels are too low. In fact, these rent levels exceed the median
rent paid by tenants in 18 of the 19 metropolitan areas for which data
are available. . Contrary to what the Secretary claims, lenders have
shown a willingness to support subsidized housing without a lengthening |
of contract terms; shorter terms give the lender an incentive to do
careful underwriting, assuring higher quality projects. Finally,
State agencies are much less efficient than private developers.

_ Despite the fact ‘that- State agencies are exempt from Federal and
State taxation, borrow in the tax-exempt market, and require no

-profit, their projects cost 18 percent more per year than privately
j;developed projects.




Justice

Issue: - Should funds for juvenile justxce and del;nquency
preventlon programs be lncreased?

Agency position: The Department of Justice recuests $45
million for the Law Enforcement Assistance Administration
for juvenile justice and delinauency prevention programs;

“additional resources are needed to carry out the
_ provisions of the Juvenlle Justice and Delznquencv &ct of -
;1974

0MB-v1ews: Adéltlonal funds for these Drograms are
= :ecommend. Among LEAA's manv activities, vprograms to o B
“‘combat juvenile delinauency offer the highest potential s
‘for affecting crime. However, the $45 million should not
-be added to the current LEAA budget, but reprogrammed from
other activities of lesser or unknown impact. This will
force LEAA to improve its management and thereby target

- ‘resources on projects that demonstrate the most -
-effectiveness in dealing with the crime problenm, Lo




N PR I

a

Mar1t1me Admxnxstration ; e

Issue: Should add1t10na1 funds for Shlb overating and
construction subsidies be added to the 1978 Budget? The
Ford budget provides no new funding for construction
subsidies in 1978, and limits 'additional operating subsidy
funding by allowing only short~term renewals of overating
subsidy contracts through June 30, 1978, pending

- completion of an OMB-led studv of these prograns.

Agency vosition: Agency 0051t10n would add $l35 nllllon in
budget authority and $8 million in outlays in 1978 for

. construction subsidies on the grounds that rising demand

..for new construction will exhaust carry-over funds now

“avmilable and that the January budget reguest of no new

. budget authority for this program does not demonstrate

7c1ear support for the ex1st1ng statutory programs.

aFor operat1ng subS1d1es, agency p051t10n would add $16 5
million in budget authority and 3 million in outlays,
-Agency also argues for restoration of flexibility to enter
into 20 year operatlng subsidy contracts. The overall .
. .~agency position here is that the limitation on the
“;operating subsidy program in the January budget will
+inhibit invester confidence in the maritime industry and
“will be viewed as a step toward abandonment of the
'prrogram, :

ot e . O . e
L vie g

OMB views: OMB believes there is a need to conduct a
~complete review of the basis for continiuing these subsidy
‘ﬁprograns to the maritime industry. 1In the past, the basic
justification for these programs has shifted among
,national security, employment, and other objectives.
Pending completion of such a study, further operating :
subsidy contracts should be restricted to a2 short—term-
uration only. A cutoff date of June 30, 1978, is EI
‘presently assumed to allow adeguate time for completion of
the study and implementation of recommendations. Allowing
20 year renewals would foreclaose optlons in- thls area..

. "'

ViR

: OMB belleves that the more than $300 mllllon in unused
.. 'budget authority currently available will be sufficient to
fund the construction subsidy progran well into FY 1978,
‘'perhaos even through the end of that fiscal year, If
‘demand increases, supplemental aopropriations can be’
requested at a later date. Until then, it is recommended
that no new funding be authorized, so as to preserve.
options for program change that may be identified in this
study. : o ' - '

m?




U.S. Pos£a1'Setvice

Issue: Whether to provide funds to the U.S. Postal Service
to cover the cost of extending the vhasing in of f£all cost
recovery rates to certain categories of mail users. The

" Postal Service request would add $223 million in BA and
outlays to the 1978 Budget.

o Agency vosition: The Postal Service believes that mailers,
L especlally newspaper and magazine publishers, have ’
adjusted their prices and business practices in the
expectation of paying reduced vostage rates. The Congress
has never failed to avorooriate the funds requested,
. despite their exclusion from Ford's budget. 1In addition,
- .the Postal Service feels that full cost rate levels would
.place a financial hardship on’nailers, resulting in
'h;;subscrlptlon 1osses and a Gecline in mail volume.

t e
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- OMB views: OMB feels that the regular ohasing subsxdles ,
.. provided for in the 1970 Reorganization Act allow : o
-sufficient time for mail users to adjust to full cost ‘

rates. Also, there is no documented evidence that denial
- of funds for extended phasing will lead to substantially
" reduced subscriptions. Magazine and newsovaper vpostal
‘costs amount to an average of onlv 2% to 5% of total
‘operating costs.” OMB believes that the mail users shoulg
bear the full costs of the services they recuire and that
.the taxpayer-should not be requlred to payv for these
,servxces. . :

(This issue has not yet been reviewed by the Director.)
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‘ Department of Transoortation A

- :,:_ - . L) X N a4 - ~.2:' .

Issue: Should additional Federal funding be provided in ' i
1977 and 1978 for roads not on the federal-aid system?

Agency position: Department of Transportation believes that
a $138 million in budget authority is needed in both 1977
and 1978 for safety-oriented off-system highway projects,
whereas only $25 million for 1978 is currently in the
budget. The Department's position is based on the
.follow1ng. : : _

. hlghway safety is a national goal with no‘
dxstlnctxon between on-system and off system roads.
[j' off-system safety pro;ects tend to be pUShed aszde‘
B by States 1n favor of new constructlon. :

‘;

a551stance is espec1ally needed for DrO]QCLS 1n ;
rural areas. :

OMB viewss OMB believes that the $25 million already
1 proposed for 1978 is sufficient because: '

Proliferation of cateqor1ca1 grant proarams should
be resisted in preference for a broader block grant
leglslatlve 1n1t1at1ve. : .

AR s

The major suborogram is not limited to safety
.projects. Only a fraction would be obllgated fo:
‘safety.

Only 20% of mlles drxven is on off system roads -
mostly 1ntrastate. There is n1n1na1 Federal e
'31nterest. :

‘A 1977 sunplemental is esoec1a11y unwarggﬁted 2
- There are $209 million in funds from expired offo'
'iysgem programs st111 avallable for obllgatlon in
197 .

Annual fund1ng at a $l38 m1111on level will meet
only 2% of de51gnated off-system construction needs.

e
- E y.;,,ﬁ‘ J_}v

o

issue has not yet been rev1ewed by the Director. ) 3




Department of Transportation'

Issue: Should the Administration increase the 1978 Federal-
aid Highway program level (obligations) above the $6.5
bxllzon currently proposed’

:

Agency position: Department of Transportation belleves that
“the 1978 program level should be raised bv $0.9 billion S
‘and outlays by $0.2 billion. The 1978-1982 outlay effects .
would be more substantial. ' The Department's position 15
based on the follow1ng arguments: o

Congress w111 not accept levels lower than those
proposed by the Department (Congress enacted a
$7.2B limitation in 1976 and 1977 and will see $6.5B
as  a reduction, though obligations were only $4.68
in 1976 and are estimated by OMB to be about $6 SB
1n 1977 ) *

Constant dollar hlghwav contruction has decllned in
recent years whlle highway needs have lncreased

There are safety and economlc beneflts from hlghway
constructxon.; : : :

It w111 create 54,000 direct employee-years of work
(OMB's estimate is no more than 43, 000 emoloyee~
years). e - . .

OMB v1ew5° OMB oonoses the proposed increase because.

Fundlnq 1ncrease= should awa1t an Adnlnlstratlon
ground transportatlon 1eq1slat1ve 1n1t1at1ve.

Total natlonalvhlghwaQ'expendltures are larqe and
growing--from $17 billion in 1967 to $31 billion in
1977 -withou substant1a1 Federal-ald 1ncreases. .

Itfaopears that States will only be able to ob11gate
about $6.5 billion in Federal-aid highway funds in
1977, whereas the allowable vrogram level is more
~than $1 billion higher. There is no reason to
believe that States will be able to use
substantlally more funds in 1978 -

There are not studles whlch indicate that hlghway
system serv1ce levels have deterlorated




Issue: The agency 9051t10n would add $280 mllllon in ST
obligations for discretionary cavital grants for mass o
transit. OMB rroposes $50 million. ‘

',e.':.,, -

Agency posztlon' Department of Transoortatzon believes the -
January budget does not provide sufficient grant funds for

, transit bus and bus-related investments or for rail

- (subway and conmmuter) modernization projects. The -

o department would also like to be relieved of the .-
moratorium on the initiation of major rapid trensit
projects contained in the Ford budget. The department . ..
would also like to depart from the existing practice wh1ch
does not fund major projects until funds have been -
prov;ded to cover the full scope of such prOJects

assoc1atec with discretionary grants for transit buses is
~warranted. Other bus-related grants can be fully~-
accommodated within the transit funding base or by hlghway

; grants which may also be used for transit purposes. No
' further increases ‘are recommended for subway and rail—-
realted grantss $220 million from 1977 to 1978 are - )
lnc}uded ln the Janua:y budget.:‘

i‘\

X OMB recommande that the full fundlng conceot ‘and no new ..
P starts policy should not be changed until DOT and OMB reach
an understanding on how the mass transit progrem can and
will be controlled. Full funding is a government—w1de i
practice. The temporarv no-new—-starts policy reflects the’
fact that several major projects are under construction
while the actuasl benefits of the first major new systems
(BART in San Francisco, METRO in Washington) which have
begun operations are not developing as oredicted. - A

thorough assessment is planned by DOT this vear of where '
this Administration wants to go with surface transnortat1on
prog:ams an6~1eglslat10n.
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" Department of Transportation
_+.. Redeemable Preference Shares

Issue: Should the present policv of using redeemable
preference shares to facilitate desirable rail mergers and
consolidations be replaced by a pollcy which emvhasizes
the creation of jobs, improvement in rail facilities, and_'

o the payback of the Federal investment? The agency R
e position would add $125 million in BA and $80 million in LN
o outlays in 1977 and $175 m11110n in BA and $180 mllllon 1n ,
»} outlays 1n11978 ~ g

Agency_pos:tlon' Redeemaﬁle vreference shares reoresent a
very flexible form of interim assistance to freight
railroads.: They are a form of non-voting vpreferred stock.
which, essentlally, allows a governmental ecuity'® -
investment in a private corporation throuch long term low'
interest loans. Preference sheres should be used to sho
Federal commitment to the rail industry while studies of

e rail problems are underwvay for the next vear. Although

o there is a neced to restructure the industry, it is an

inappropriate policy for interim assistance. Emnhaszzlna
mergers may not get to the basic problems of the industry
take too lono to get any assistance to the 1ndu%trv, and*
may not be influenced by offers of financial aid.=~ -
Emphasis should be placed on jobs, help to-the 1n6ustry.
and payback to the government. This proposal Creates some
2,600 and 5,100 workvears of emplovment 1n 1977 and 1978
‘respectxvely '

R OMB v1ew5° The- Denartnent S b:Obosal 1s not an adecuatef ;
i replacement for the present policy. Any use of preference
shares would create jobs and improve rail facilities. The
Key is to determine where the jobs are created and whichii
facilities are improved. The Department has not had time
to formulate its priorities to do this. A total of $800~"
million in loan guarantee authority is alreadv in the
budget through 1978. These quarantees can 1mmedlate1y
accomplish the Devartments objectives of creatina jobs an&l
helbzng the industrv. Preference shares should be : -
reserved for those high priority projects which facilitate
chande in the industry. OMB recommends that any buéget s
amendment for this account be deferred until the
Departnent can develon 1ts prlor1t1e5¢,~




Department of Transoortatlon

s Fais e

st

Issue: Addltlonal $l95M Interstate transfers for =
construction of METRO rapid transit in Washington, D.C.,
suburbs. ($350M already provided in the January budget.)
The request by the Washington Metrooolltan Area Transit
Authorzty—wa non—federal agency--would add $35 m1111on ln;ij
1978 outlays‘ :

PR Aqency 0051t10n- METRO wants a $744M construction progran
- in 1978, $545M of which would be financed by canceling an -
o “equal amount of Interstate highway projects in this o
i metropolitan area. The January budget provides $350M of -
S Interstate transfers toward a $500M program. About $3.6B
L and 61 miles of METRO have been funded through 1977. The
— proposed $744M program would bring these cumulative total
- to $4,3B and 84 miles. METRO contends that this level of*
spending in 1978 is necessary to maintain its construction
schedule and to avoid further cost escalation. About L
$200M of additional funding would be needed beyond 1978
- order to mak the 84 mlles actuallv ope:atlonal. B

<" <R & 2

o DOT view: (Unoff1c1a1) - Most of the mlleage METRO would
like to begin to build in 1978 is under re-evaluation at
the request of DOT. The January budget of $350M is a
reasonable compromise between what METRO wants and the
fact that major questions have been raised.about the i
particular routes vroposed for funding. Conversely, DOT.
does not want to upset the funding aranagements currentlv
under development at the local level which would assure:
that 61 miles of METRO w1ll clearly be built and put 1nto
ope:atlon, ’

OMB views The $195M increase should be denled The DOT has
conditioned release of even the $350M upon satisfactory it
progress toward re-—evaluation of most of the unbuilt. -
portions of METRO. METRO is proposing to fund some of th
least cost-effective parts of its system with the %
additional $195M. We should not pre-empt the results of*-+
the on-going indevendent re-evaluation which is ut11121n9~
the most advanced and proven transit planning and. i
evalvation techniques in the country. METRO has not bee :
seriously re-evaluated since the mid-1960's when the 1990
population forecasts for the Washington area were almost '
one m1111on higher than the most recent forecasts.




5745/; 4
4

JHE PRESIDENT HAS SEEN.

T

i THE WHITE HOUSE
| WASHINGTON

.//I/ Moy 027 €S
T e, /zwé;/w
o /2*4@/@ voonn . Mex S Hoera ?
i A Semrery - /4‘@?/
| 7/2//1(0 ;4('1' - /‘-f!/f/ci {fm - %"/”"&

%704:(&?1/}5{’44/4/ /4/UL/éﬂ_f
Seresce / /"‘4/7¢:A7/¢
/;z¢’151¢7

.)/( é’ad/;/ é/t /( 4‘7/11/

AR Aty Dty Lee . Lo B

Electrostatio Copy Made
for Proservatlon Purposeg

A




TR L e

I Tt N AR N o b o

THE WHITE HOUSE

WASHINGTON

February 15, 1977

Bob Linder -

Reporting Burden Reduction Program

The attached memorandum was returned in
the President's outbox.

It is forwarded to you for handling the
delivery to the Heads of Executive Departments

and Agencies.

After the memos have been prepared and
are ready to go, please coordinate the
sending of the Presidential memo with OMB
as they too will be sending something out on

"~ this subject.

Rick Hutcheson

cc: Bert Lance
Jack Watson
Stu Eizenstat
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR THE HEADS OF

EXECUTIVE DEPARTMENTS AND AGENCIES

As I outlined in the Cabinet meeting on Monday,
January 24, I am determined to improve the efficiency
and effectiveness of the Executive Branch. As part of
this improvement, I place a high priority on reducing
the burden which reporting to the Federal Government
places upon the American public.

My predecessor launched a program to secure a modest
five percent reduction in reporting burden by
September 30, 1977. I am dismayed to learn that the
executive departments and agencies have made virtually
no progress toward the achievement of that goal.

To assure that this matter receives your continuing
attention, I want you to assume personal responsibility
for the successful fulfillment of this task and for
achieving the purposes of the Federal Reports Act as
they relate to your agency. You may delegate authority,
but any such delegation must be unambiguous and must
run directly to yourself.
Please determine personally:

(a) How many reports does my agency receive?

(b) How many can be combined or eliminated?

(c) How can they be simplified?

(d) Can less frequent reports serve adequately?

(e) Can major departments, agencies and
. sub-agencies share the same report?




I do not look upon the task of reducing the reporting
burden on the public as a one-shot campaign. It is a
continuing problem. Routine efforts to deal with it
will not suffice. You should review your agency's data
collection activities to find ways of carryving out your
program responsibilities in a manner which will reduce
the paperwork burden on the public.

Assess reports now required by law. You should develop
recommendations for changes in legislation which might
permit further reductions in reporting in the future.

I have assigned to the Director of the Office of
Management and Budget responsbility for exercising
general oversight over the reporting burden reduction
program. When possible, apply to existing forms the
OMB restraints on new forms and reports.

I anticipate your wholehearted and enthusiastic support
in achieving these goals. I want each of you and your
staff to cooperate fully with the Commission on Federal
Paperwork, which is pursuing a broad ingquiry into matters
relating to paperwork generated by Federal agencies and
its impact on the public. ’

Finally, report to OMB by March 31 the gcal of your
agency for reduction of required reporting which will
be achieved by September 30, 1977, plus other recom-—
mendations concerning legislation and cooperation with

other agencies.
é;..{

—
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THE WHITE HOUSE

WASHINGTON

February 14, 1977

MEMORANDUM FOR: THE PRESIDENT
FROM: STU EIZENSTAT S’ﬁ/\
SUBJECT: Bert Lance Memo 2/8/77 re: Reporting

Burden Reduction Program

I agree with the OMB that specific guidelines are necessary
to reduce the amount and burden of federal paperwork demands
upon the public. I do, however, have some comments on the
proposal by the OMB.

There are basically two parts to the OMB directive: 1) re-
ducing the number of federal forms; and 2) reducing the
burden imposed by federal forms, whatever their number.

1. Reducing the number of federal forms.

The ceiling contained on the memo for the number of forms
which an agency may require is exactly the same ceiling
which President Ford promulgated on July 23, 1976. This
ceiling is still in effect.

Hence, this directive does not represent a further step
forward in reducing the number of forms required.

It may be helpful politically to reduce the maximum number
of forms allowed, so as to go beyond the effort initiated
by your predecessor. I am not in a position to judge
whether a stricter reducing ceiling is feasible, however.

2. Reducing the burden imposed by federal forms.

The OMB objective is to reduce the burden of public reporting
by seven million hours by September 30, 1977. This is done
because while the number of forms may be reduced, the actual
burden of forms is not necessarily affected.
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Again, this is the same goal established by President Ford.
Your action would not be an added step in reducing the
burden.

However, agencies have not been making much progress in
reaching this goal, so your action could be significant
in urging them to strengthen their efforts.

One difficulty with the OMB proposal is that it has not
tied together the very strict guidelines for reducing the
number of forms with guidelines for reducing the existing
burden imposed by them.

I understand that this is an area that defies precise
measurement, so it may be that the OMB simply cannot

impose stricter guidelines for reducing the burden. That
being the case, a strong statement from you on the importance
you attach to reducing the burden of forms may be essential.
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

February 8, 1977

ACTION
, )
MEMORANDUM FOR: THE PRESIDENTﬁ\ ;i
{ NI e wemen
FROM: BERT LANCE g;}gV; -
SUBJECT: REPORTING BURDEN REDUCTION PROGRAM

I recommend that you sign the attached letter to
Heads of Departments and Agencies as the first step
in implementing your personal goal to reduce the
burden of reporting by the public to Federal agencies.

I have also attached a copy of the implementing
letter which I propose to sign immediately after
your letter is distributed. 1In addition, OMB has
prepared a tough set of guidelines which explicitly
recognize that the time required by the public to
provide information to the U.S. Government is a
scarce resource.

Your letter and our guidelines make agency Heads
responsible for more effective control of the data
collection activities of their own agencies. The
gulidelines strengthen the control and clearance
functions which have the operation of minimizing
reporting burden.

RECOMMENDATION

Sign attached letter to implement forms reduction.

/ i7§ Approve / / Disapprove
: d 4 /{ . - . .
Attachments 2 Lﬁﬁ[%&ﬁ?f/a» fi??/{ uﬁfﬁfg 'jszé

Lto/OT /f%ﬁﬁqgg; Jff%? S/
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GUIDELINES FOR REDUCING PUBLIC
REPORTING TO FEDERAL AGENCIES

GUIDELINES FOR CONTROLLING THE NUMBER OF RUEPORTS

Chiectiva: To c
by executive agen

: o

rtrel the number of reports used
cies wnile permitting a degree

of flexibility.

A.

A ceiling of 4,700 rouotitive reports and 600
single-time reports is established for ageﬂ»;qs
in the executive branch subject to the provisions
of the Federai Reports Act (44 U,S.C. 3501 -
3512).

Each department and independent agency has a ceil~-
ing on the number of repetitive reports and a
ceiling on the number of single-time reports.

The ceilings for each department and agency are
set forth in Attachment A,

The following guidelines come into effect for any
department or agency which reaches its ceiling.
They will remain in effect until the number of
repetitive reports and single-time reports used
by the department or agency are reduced to the
number in use on June 30, 1976.
{1) ©No request for clearance of a new report is
to be made unless:

(a) the report is specificallv reguired by
law, or

{b} the report is reguired to obtain
information specifically requested by
Congress, or

(c} the request for clearance of the
proposed new report is accompanied by
a request for the eliminaticn of an
existing report. The elimination of
an existing single-tinme report iz not
acceptable as anoffsat to the introduction
of a repetitive repor:, or



(2)

(3)

(4)

{d) an excerxtion ig granted per guideline

I-C(3).

No reguest for clearance for the continued use
of an existing report is to bhe made unless:

{a) the report is specifically required by
law, or

(b) the request for clearance is accompanied
by a request for the elimination of an
existing report. The elimination of an
existing single-time report is not
acceptable as an offset to the continued
use of a repetitive report, or

(c) an éxception is granted per guideline
I-C(3).

If the head of a department or agency determines
that there is no approved report which can be
eliminated in order to meet the requirements of
C(1l) (c) or C{(2) (b) above, he may request an
exemption from these guidelines by certifying
his determination to the Director of the Office
of Management and Budget. It is intended that
this determination, certification, and reguest
for exemption be made by the head of the depart-
ment or agency and not by any person to whom he
has delegated his clearance authority.

If an exemption is granted by the Director, it
will apply only to a specific request for

clearance. A separate determination, certifi-
cation, and request for clearance must be made
for each case for which an exemption is sought.

In some cases one agency collects information on
behalf of another. In such a case, if the data
collection involves a separate survey, the agency
which sponsors the collection of information from the
public shall have the data collection included in its
inventory of reports and estimated reporting burden.



Gnimo-ivra: To reduce the burden of public reporting
by 7,0uU,040 nhours by September 30, 1977. The
reduction is to be achieved in the burden of reporting
associated with repetitive reports. Tne burden of
reporting asscciated with single-tins r2rnorts is to
be no higher on September 30, 1977 than it was on
June 30, 187¢6.

A. Guidelines for agency use in achieving a reduction
in reporting hour burden of existing or prospective
data collections.

(1) Review ihie essentiality of the report.
Request clearance only for those reports
which are essential to policy decisions,
program planning, management ox evaluation.

(2) Review the practical utility of the information
collected. If it is not used for reasons
beyond the agency's control, do not collect it
even though it may be "needed." (See—paragraph
4, —Attachment—Ay OMB Circulax No. A=4Q,
Transmittal-—Memorandum No.t—Februaary—=10,-1976%)

(3) Reexamine use of samples, cutoffs, and similar
techniques which can reduce reporting burden.
If these techniques are not being used, why
can't they be used? If they are being used,
can the samples be reduced or cutoff levels
raised?

(4) Reexamine the need for frequency of data
collection. Would less frequent data collection
adequately serve minimum department or agency
needs?

(5) Consider the possible use of "short" forms for
use by individuals or by small organizations
when an inquiry is addressed to a universe or
sample containing large organizations, small
organizations, and/or individuals.
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(6) Address special efforts to a reexamination of

the use of information collected by "large

burder.” prorrr~s ruch as medicare and medicaid,
the food stamp program of che Dapartment of
Egriculture, and the like. Such spec_ 1 eflcrts
should concentrate on an evaluation of the
practical utility of the information collected.

B. Guidelines to be used by OMB in review of requeSgs
for clearance.

(1) Applications. ©No request for clearance of a
- new application form or for the continued use

of an existing application form will be granted
for forms which contain anything other than the
information necessary to determine (1) whether
the applicant is eligible to receive the benefit
applied for or (2) the amount of benefit to
which an eligible applicant is entitled.

When narrative statements are required as part
of an application, reporting instructions are
to be explicit as to what is needed.

An agency which requires the name or names of
‘project directors/principal investigators

(and information on their staffs) as part of

an application is required to present a spzcific
justification for such information in its request
for clearance under the Federal Reports Act and
to describe the consequences of not receiving it.

(2) Program evaluation. Reporting and data collection
required for program evaluation must directly
contribute to the assessment of the degree to
which program goals have been achieved or to the
assessment of the effects of programs or their
processes or management. Acguisition of large
amounts oI descriptive data not directly relevant
to these purposes is to be avoided.

(3) Other management reports. No report is to be
required ot an employer of fewer than 100
employees unless the report is specifically
required by law or unless the report is
consequent to a benefit received.




(4) Statisti caL survevs Oy reports. No statistics
progran W coilects inforr-*ion annually or
move Irveooo a v oshatl oo oSosloo2d to produce
geoyrasiLe cocall below naticnwel totals for the

United States unless:
{a) the information is x i
frequently then woul
census and

zaguired by law more
¢ e provided by a

Ul

(b) cannot be chtained from existing adminis-
trative records or

(c) the data collection is an integral part of
a specific Federal-State cooperative
program or of a specific Federal-local
government cooperative program.

Federal agencies are not to engage in any data
collection activities which are not financed
wholly by Federal funds, except data collection
which is undertaken as a consequence of ccoperative
efforts with State and/or local governments.

It is expected that data collections for statisti-
cal purposes will have a response rate of 75
percent. Proposed data collections having an
expected response rate of less than 75 percent
require a special justification. Statistical
data collection activities having a response

rate of under 50 percent should be terminated.
Proposed statistical data collection activities
having an expected response rate of less then

50 percent will be disapproved.

An agency will make every reasonable effort to
assure that no individual and no employer of
fewer than 100 is included in more than one of
its statistical samples at the same time.

(5) Data collection for research purposes. Data
collectiorns for research purposes will be approved
only if (1) they test a stated hypothesis or
(2) they are part of an investigation designed to




IITI.

discover new facts or principles in a specified
rea of knowledg=a. The anticipated benefits
1,
el

expectsd from 2 d3ta collection and the

consecu.nnzz ¢ rou engaging in the proposed
data coliecticn are o be specified.
(6) Grant-ir-aid reporting. GCrant-in-21d progranms

are expected to use the uniform grant reporting
procedures set forth in FMC 74-~7 and OMB

Circular Nos. A-110 and A-111. Agencies may

ask for less information than is included in the
uniform grant reporting procedures, but may not
ask for more information unless (1) the additional
information is specifically required by law or

(2) is specifically required by Congress even
though not required by law.

Grant-in-aid reporting shall be reguired only of
the grant recipient. Reports from subgrantees,
projects, or ultimate beneficiaries are not to
be required unless specifically required by law
or by Congress.

(7) Exemptions from these guidelines. The head of
a department or independent agency may request
an exemption from any of these guidelines for
a particular case. A request for such an
exemption may be made only by the head of the
department or agency and may not be made by any-
one to whom clearance responsibilities may be
delegated. A request for exemption must describe
why the particular exemption sought is necessary
to the proper performance of the department's or
agency's functions.

GUIDELINES FOR REDUCING REPORTING BURDEN SUBSEQUENT TO
SEPTEMBER 30, 1977

Objective: To recommend changes in legislation which would
achieve an additional reduction of reporting burden.

A. During FY 1977 identify legislative sources of specific
reporting and recordkeeping regquirements which the
department or agency regards as excessive.



‘requirement. These rocomm

spaTilic chanocs in legislation which could

Recormmand :
reduce the excessive reporting cr recordkeeping
endations are to be reported
guarterly to OMB, baginning Marcn 31, 1977, together
with an estimate of the savings in reporting burden
which could be secured if the recommendations were

enacted.
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Defens
Health, Education, and Welfare
Housing and Urban Development
the Interior
Justice
Labor
tate
Transportation
the Treasury

Agency for International Development

Enerqgy Research and Development Administration
Environmental Protection Agency

Executive Office of the President

Community Services Administration

Federal Home Loan Bank Board

Federal Mediation and Conciliation Service
Federal Reserve System

Foreign Claims Settlement Commission

National Foundation on the Arts and huwanlgles
General Services Administration

Mational Aeronautics and Space Administration
National Mediation Board

Natioral Science Toundation

ACTION

Railroad Retirement Board

Renegotiation Board

Selective Service System

Small Business Administraticn

Smithsonian Institution

Tennessee Valley Authority

U.S. Civil Service Commission

U.S. Commission on Civil Rights

U.S. Information Agency

U.S. International Trade Commission

Attachment A

726
527
211
850 .
254
296
166
251
31
272
130

20
29
56
13
11
12

12
20
49
23
55
23
118
22

20
132



rmatitive Reports (continued)

Veterans Administration

National Gallery of Art

Interim Compliance Panel

National Credit Union Administration

Overseas Private Investment Corporation

Srnecial Action Office for Drug Abuse Prevention

inerican Revolution Bicentennial Administration

Committee on Products and Services of Blind
and Severely Handicapped

Inter~American Foundation

Pension Benefit Guaranty Corporation

U.S. Postal Service

National Academy of Sciences

National Center for Productivity ‘

Administrative Conference of the United States

Commission on Review of National Policy toward
Gambling

National Commission on Libraries and Information
Science

283
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CEILINGS FOR SINGLE-TIME REPORTS
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Department of Laborx
Department of State
Department of Transportation
Department of the Treasury
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cation, and Welfare

Urban Development

Agency for International Development

Enerqgy Research and Development Administration
Environmental Protection Agency

Executive Office of the President

Community Services Administration

Farm Credit Administration

FPederal Home Loan Bank Board

Federal Mediation and Conciliation Sexrvice
Federal Reserve System

Foreign Claims Settlement Commission

National Foundation on the Arts and Humanities
General Services Administration

National Aeronautics and Space Administration
National Mediation Board

National Science Foundation

ACTION

Railroad Retirement Board

Renegotiation Board

Selective Service System

Small Business Administration

Smithsonian Institution

Tennessee Valley Authority

U.S. Civil Service Commission

U.S. Commission on Civil Rights

U.S. Information Agency

U.S. International Trade Commission

33
76
13
230
23
22
11
18
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Single-Time Raports (continued)

Veterans 7Administration

National Gallery of Art

interim Compliance Panel

National Credit Union Administration

Qverseas Private Investment Corporation

Special Action Office for Drug Abuse Prevention

zmaerican Revolution Bicentennial Administration

Committee on Products and Services of Blind
and Severely Handicapped

Inter-American Foundation

Pension Benefit Guaranty Corporation

U.S. Postal Service

National Academy of Sciences

National Center for Productivity

Administrative Conference of the United States

Commission on Review of National Policy toward
Gambling

National Commission on Libraries and Information
Science
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM FOR THE HEADS OF - ,__

EXECUTIVE DEPARTMENTS AND AGENCIES

As I outlined in the Cabinet meeting on Monday,
January 24, I am determined to improve the efficiency
and effectiveness of the Executive Branch. As part
of this improvement, I place a high priority on reducing
the burden which reporting to the Federal Government
places upon the American public.

pobat

My predecessor launched a program to secure a,five
percent reduction in reporting burden by September 30,
1977. I am dismayed to learn that the executive
departments and agencies have made virtually no progress
toward the achievement of that goal. .

should a%eo develop recommendations for changes in
legislation which might permit further reductions in
reporting buséen in the yeers—eheed. A fere

To assure that this matter receives your continuing
attention, I want you to assume personal responsibility
for the successful fulfillment of this task and for
achieving the purposes of the Federal Reports Act as they
relate to your agency. You may delegate authority, but
any such delegation must be unambiguous and must run
directly to yourself.

I do not look upon the task of reducing the reporting
burden on the public as a one-shot campaign. It is a
continuing problem. Routine efforts to deal with it

will not suffice. You should review your agency's data
collection activities to find ways of carrying out your
program responsibilities in a manner which will reduce
the paperwork burden on the public. L=

Electrostatic Copy Made
for Breseryation Purposes




2

I have assigned to the Director of the Office of
: Management and Budget responsibility for exercising
S general oversight over the reporting burden reduction . B
b program. //4,,. soss 8/ ety A 1%”/6%f)/47”1 JZe.
o i 915 .4«5'!'»'/’/’4//1 / 57 7f/€¢ Py 7\ Grrtar Fizr -/"‘l’faﬁ-
I anticipate your wholeheartéd and enthusiastic support

in achieving these g?iifi;B , .

Eina%i&#fszant each of you and your staff to cooperate
fully with the Commission on Federal Paperwork which is
pursuing a broad inquiry into matters relating to paper-
work generated by Federal agencies and its impact on
the public.

| - I
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THE WHITE HOUSE

WASHINGTON

MEMORANDUM. FOR THE HEADS OF

EXECUTIVE DEPARTMENTS AND AGENCIES

As I outlined in the Cabthet meeting on Monday,
January 24, I am 4 rmined to improve the efficiency
and effective of the Executive Branch. As part of

this impr ment, I palc
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. THE WHITE HOUSE
s WASHINGTON
7 . February 15, 1977
) i Bert Lance. - .
. The attached was returned in
the President's outbox. It is ]
: . forwarded to you for appropriate Co-
-t handling.
- Rick Hutcheson
. Re: Briefing Book: Meeting on FY. 1978 ° - )
. : Budget Revision. February 14, 1977, -
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EXECUTIVE OFFICE OF THE PRESIDENT s
OFFICE OF MANAGEMENT AND BUDGET ‘ ,‘
WASHINGTON, D.C. 20503 ’

‘~A; - The Oval Office ,41 ' A ‘*iﬂ
L J A i AN
545y A
FROM: W, n Cutter -

To make decisions on budget revisions related to the P
economic stimulus package. In addition, other
Labor Department issues may be brought up for
decision, ‘

% THE FPRE . . ' E .
3 == THESIDENT HAS sy, Cﬁ | i
" MEETING ON FY 1978 BUDGET REVISION e
3 Monday, February 14, 1977 o —— o

1. PURPOSE

. IXI. BACKGROUND, PARTICIPANTS, AND PRESS PLAN

A. Background: Budget guidance information developed
for implementation of the economic stimulus ..
| program was sent to the Secretary of Labor in Lo
conjunction with revision of the 1978 budget. OMB C
arid the Department of Labor would now like to
present to you those issues that need your decision.
Supporting materials are included in the attachment.

e+

B. Participants: Bert Lance, F. Ray Marshall

C. Press Plan: White House photographer
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DEPARTMEN, JF LABOR

Major Agency Functions

The Department of Labor consists of the following agencies:

Employment and Training Administration (ETA), which fully funds the 30,000 person State-run

Employment Service which attempts to match job-seekers and jobs; provides grants to 430 State,
local and Indian “prime sponsors" for locally designed programs to train or otherwise prepare
the disadvantaged for jobs; funds public service jobs through the same prime sponsors in areas
of high unemployment (CETA Title II), throughout the country as a countercyclical measure (CETA
Title VI),or for youth in the summer; operates the Job Corps to provide training in residential
settings for disadvantaged youth; funds other training and employment programs for migrant and
seasonal faraworkers and other special groups; and operates the Federal-State Unemployment
Compensation system.

Labor-Management Services Administration (LMSA), which administers the Department's portion of

the private pension reform act, the Landrum-Griffin Act requiring reporting and disclosure of
union finances and requlating union elections, and the Federal Government's internal labor-
management relations program.

The Pension Benefit Guaranty Corporation (PBGC), which insures private pension plans.

The Employment Standards Administration (ESA), which enforces minimum wage and overtime
standards; the laws forbidding discrimination in employment on the basis of age and requiring
equal pay for equal work regardless of sex; and labor standards for Government contractors,
including requirements for payment of prevailing wage and affirmative actions to prevent
employment discrimination against minorities, women, handicapped, or veterans. It also operates
workers compensation programs for Federal employees, longshore and harbor workers, and coal
miners with black lung.

The Occupational Safety and Health Administration (OSHA), which sets workplace health and
safety standards, inspects businesses for compliance with the standards, and funds State
programs found to be at least as effective as the Federal program.




- The Bureau of Labor Statistics (BLS), which provides statistics on the labor force (including

employmgny and unemployment), prices and the cost of living, wages and industrial relations, and
productivity.

- The Bureau of International Labor Affairs (ILAB), which determines if groups of workers are unemployed
as a result of increased imports, and are thus eligible for special benefits.

Budget Summary
(In millions of dollars)

1977 1978
BA Outlays BA Qutlays
BUAGEt QUIAANCE «nvrrnoersse e, 24,773Y 24,848 20,976" 26,028
Agency proposed changes .................. _+734 -643 6,039 -157
Agency estimate ...........c .. 25,507 24,385 27,015 25,871
OMB recommended changes to 9 2/
agency estimate ............ . ... L., f];776—/ =42 +168 =637
OMB recommendation ................. ..., 27,283 24,343 27,183 25,334
Memorandum:
January Budget estimate .................. 24,773 23,833 20,998 19,963
Full-time permanent employment
(OMB recommendation) ................... 16,487 16,619

1/ The Guidance letter said "Plus whatever is needed to support the fiécal stimulus package."
2/ Reflects an OMB alternative to accomplish the intent of the fiscal stimulus package.



DEPARTMENT OF LABOR

ANALYSIS OF REVISIONS TO THE 1978 BUDGET
(In millions of dollars)

Total, Budget guidance

Changes:

Fiscal stimulus package

Public Service Employment*..
Other*........ciiiiiiiiiat.
Administrative cost .......

Restore Secretarial

Discretionary funds*.......

Increase Summer Youth
preliminary estimate

to 1977 level*........c....
Provide for 1978 inflation*...

Increase Migrants and

Indian setasides ..........

Withdraw Work Incentive
legislative proposal
Continue Federal Supple-
mentary Unemployment

benefits ... iiiiiinnnnnns

Items to be discussed.

/ The Guidance letter said "Plus whatever is needed to
/ Reflects an OMB alternative to accomplish the intent

--------

1977 1978
Agency OMB Agency OMB
recommendation recommendation recommendation recommendation
Budget Budget Budget Budget
Auth. Qutlays Auth. Outlays Auth. Outlays Auth. Outlays

. 24,773Y 24,848

-160 -—
. +1,498 +20
. +8 +8
. +22 +11

. -—- +500

24,773Y 24,848

2/
+2,554 -
6002 -

+2 +2

——- +500

20,9761/ 26,028

+5,363 +1
+1,203 +21
+17 +17
+125 +125
+70 +70
+85 +85
+22 +22
+21 +21
——— +600

20,9762/ 26,028

+5,451§§ +
+1.6002 -
+3 +3

+22 +22
21 +21
— +400

support the fiscal stimulus package."
of the fiscal stimulus package.



Labor: Analysis of Revisions -

Increase Employment
Service (ES) staff .......
Increase Unemployment
Insurance Service (UIS)
staff ... i,
Increase OSHA inspection
staff ... ...,
Increased evaluation,

research, and development..

Fund new Commissions

Miscellaneous ..............

Revised economic assumptions
(estimate) ...ovvvvunenn..

Total, with revisions ....

cont.
1977 1978
Agency OMB Agency OMB
recommendation recommendation recommendation recommendation
Budget Budget Budget Budget

Auth. OQOutlays Auth. OQutlays

Auth. Outlays Auth. Outlays

+1 +1 # #

+10 +4
: +4 +4 +3 +3
. =649 -1,010  -649  -1,010

+2 +22 - _—
_— +16 -—- +8
+6 +6 _—— -
+14 +7 +3 +3
+] +8 - ———
+10 +11 +7 +7
-900 -1,189 -900 -1,158

. 25,507 24,385 27,283 24,343

27,015 25,871 27,183 25,334

January Budget .............

# Less than $500 thousand.

. 24,773 23,833 24,773 23,833

20,998 19,963 20,998 19,963



DEPARTMENT OF LABOR
EMPLOYMENT AND TRAINING ADMINISTRATION

1978 BUDGET REVISIONS
(In mitlions of dollars)

Fiscal Stimulus Package - Public Service Jobs

1977 1978
1976 Agency OMB Agency OMB

Actual Recom. Alt. Diff. Recom. Alt. Diff.
CETA Title II BA 400 524 400 -124 1,016 400 -616
0 544 524 400 -124 1,016 400 -616
CETA Title VI BA 2,825 2,100 4,938 +2,838 4,747 | 5,451 +704
0 1,887 2,949 3,073 +124 4,872 5,488 +616
Total PSE BA 3,225 2,624 5,338 +2,714 5,763 5,851 +88
0 2,431 3,473 3,473 - 5,888 5,888 --

Agency Recommendation:

The Department recommends: add-ons for Comprehensive Employment and Training Act, Title II of 50,000
in 1977 and 75,000 in 1978; add-ons for Title VI of 240,000 in 1977 and 340,000 in 1978. The split is
to provide some support (Title II) for regqular jobs in States and localities for individuals they would
normally hire.

OMB Alternative:

OMB suggests, on programmatic grounds, shifting all the add-on to Title VI. There is no programmatic
reason for the Title II increase (except for some degree of geographic targeting, but the Title VI
formula is already heavily weighted to areas of high unemployment). Title Il is generally considered
the "permanent" public jobs program, thus aggravating the already difficult issue of phaseout when

the economy improved. If projects do prove more difficult to start up than Labor anticipated {which
is possible), this shift loses some of the hiring we could otherwise show in 1977, but we would expect
to be caught up in early FY 1978. In any case, Qgﬂndoes not attribute any net employment impact to

the Title II program. 5 -



Both the Labor and OMB recommendation require 81 Federal staff.

Budget Authority for Projects

The OMB alternative would seek appropriations each year sufficient to finance the full 12-months of
each project a locality starts, even though the project runs into the next year. This approach
assures localities of the continuity of funding for the projects and should facilitate planning.

It also provides a relatively automatic phasedown into 1979 as each project started in 1978 is com-
pleted. It does not preclude added appropriations in 1978 or 1979 if conditions warrant.



DEPARTMENT OF LABOR
EMPLOYMENT AND TRAINING ADMINISTRATION

1978 BUDGET REVISIONS
(In millions of dollars)

:
!

1977 1978

1976 Agency OMB Agency OMB
Actual Recom. Alt. Diff. "Recom. Alt. Diff.
Budget authority NA 1,498 600 -898 1,203 1,600 +397
Outlays NA 320 300 -20 1,622 1,600 -22

Agency Recommendation: ..

R

The Department's request includes a federally directed program which requires 440-staff in Labor and 3,000 to
5,000 in Agriculture and Interior for the rural youth program.

Phaseout. The Department has not considered this an important requirement and indicated in our
budget hearing that it really expects most of the programs to continue after 1978.

Chang;,1n manpower strategy. Labor believes that the Federal Government must place specific requirements
on prime sponsors in terms of the type of service to be provided for each target group (e.g., on-the-job
training (0JT), skill training) and must have close Federal direction in order to "ensure quality." Labor
points out that prime sponsors have not devoted as large a proportion of programs to the disadvantaged

as did predecessor programs (67% vs. 78%) and have used less skill training and on-the-job training.

Labor has plans to follow up the stimulus package by placing similar Federa] design requirements on

prime sponsors in the regular CETA Title I block grant program.

Electrostatic Copy Made
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OMB Alternative

OMB suggests that funds could be allocated in grants to prime sponsors specifying target groups and goals but
leaving design specifications to States and localities. Only 44 more Federal staff would be required for.
this approach. =

1. Phaseout. The Labor programs should phase out after the need for fiscal stimulus goes away. Any
Federal program is difficult to terminate, but special short-term additions to State and local
manpower programs have the best chance of being phased out. Categorical programs create new
constituencies to lobby for continuation. Programs like the Job Corps and a proposed Rural Youth
Conservation Centers require substantial capital investment and creation of special Federal and
contractor staffs to run the centers. It would be wasteful to use the centers for just a short
time.

2. Manpower strategy. The Office of Management and Budget alternative would make the minimum
change in the present manpower strategy. Although groups to be served would be specified, States
and localities could design the services they believe best fit their local situation. There is no
evidence that the change in clientele served or services provided under CETA indicate a failure
of the CETA system. Economic conditions and different statutory provisions explain much of the
change. In recent years, more of the unemployed have been the non-disadvantaged. The general
lack of jobs makes on-the-job training very difficult, and also makes it difficult to determine
what skills to train. It should be noted that the Labor program proposals will serve many not
classified as disadvantaged. CETA evolved from recognition in the 1960's that separate categorical
programs cause overlap and confusion locally, and that program designs can legitimately differ
from place to place.




DEPARTMENT OF LABOR
EMPLOYMENT AND TRAINING ADMINISTRATION

1978 BUDGET REVISIONS
(In millions of dollars)

Discretionary Funds

1977 1978

1976 Agency OMB Agency OMB
Actual Recom, Recom. Diff. Recom. Recom. Diff.
Budget authority 268 281 281 -— 277.5 152.5 ~-125
Outlays 204 181 181 - 277.5 152 -125

Agericy Recommendations:

The discretionary funds at issue are utilized to provide additional employment and training assistance to
special groups, mount new programs, and otherwise supplement CETA block grants. The Secretary wishes to
have this flexibility to develop his own programs, especially in rural areas. These programs would be in
addition to those he recommends for migrants and farmworkers in the stimulus package. No plan for use of
the funds is currently available.

OMB Recommendation:

Discretionary resources are derived largely from the residuals of two Title I percentage setasides which
provide for consortium incentives and for a year-to-year 90% hold harmless level for each sponsor. Excess
funds in 1977 and 1978 result from unanticipated increases in Title I appropriations occurring in 1975 and
1977. They are not essential to the block grant programs. The Department still has over $100 million in
uncommitted discretionary funds available in 1977 and not attributed in its submission to any of the

stimulus or other spending items. The January Budget for 1978 provides adequate allowance (up to $20 million)
for small temporary or emergency activity. New spending authority of the size requested ($125 million) should
be separately justified on the basis of specific programs.



DEPARTMENT OF LABOR
EMPLOYMENT AND TRAINING ADMINISTRATION

1978 BUDGET REVISIONS
(In millions of dollars)

Summer Youth Employment Program

1977 1978
1976 Agency OMB Agency OMB :
Actual Recom. Recom, Diff. Recom. Recom. Diff.
Budget authority 563 595 595 -- 595 525 -70
Outlays 544 595 595 - 5385 525 -70

Agency Recommendation:

DOL requests an increase in the preliminary estimate for 1978 so as not to show a decrease from the 1977
program. DOL does not believe the level should be reduced, given the relatively high and lingering
unemployment rates among youth. We do not know how the youth situation will change next year and thus
there is no basis for reducing the estimate at this time. Staff also suggest that the Congress does not
seriously expect the statutorily required March report on summer youth employment needs each year to be
the basis for setting the program level. The proposed reduction, even though only a preliminary estimate,
will represent an inconsistency within the total context of the budget proposals and will likely result

in Congress appropriating even more than the $595 million.

OMB Recommendation:

Do not change the preliminary estimate. In 1976 the President's final request in March substantially
exceeded the preiiminary estimate and was over Congressional committee estimates. It was enacted. In
the 1977 appropriation Congress did appropriate for the summer of 1977, not waiting for an Administration
request. Whether or not the Congress was serious in its intent when it required the needs analysis, the
concept of relating program size to an estimate of need as the summer nears is sound. The aim of the

10



stimulus package is to reduce unemployment by the end of FY 1978. It would be inconsistent to say now
that we expect to need in the summer O0F 1978 a program as large as the summer of 1977.

No decision is required now, since no formal request is before the Congress. Not changing the
preliminary estimate does not preclude increasing it when the formal request is made. Increasing it
may invite the Congress to enact the larger amount now, which may preclude attempts to maintain the
preliminary estimate if the need does turn out to be lower.

If claims are made that keeping the lower estimate is inconsistent with the youth emphasis of the
stimulus package, it can be pointed out that the other programs provide more intensive services than
can be provided in a summer program.

N



DEPARTMENT OF LABOR
EMPLOYMENT AND TRAINING ADMINISTRATION

1978 BUDGET REVISIONS
(In millions of dollars)

Inflation Increases

1977 1978

1976 Agency OMB Agency OMB
Actual Recom. Recom. Diff. Recom. Recom. Diff.
Budget authority N/A -- -- -- 84.9 -- -84.9
Outlays N/A -- -— 84.9 -- -84.9

Agency Recommendation:

The Department believes that failing to account for the effects of inflation must reduce the number of
people which program operators will serve in 1978. It therefore proposes increasing the 1978 request
for CETA Title I block grants, the regular migrant and Indian programs, and the Work Incentive Program
(WIN) to compensate for anticipated inflation. To calculate the increase, the Department applied a
factor of 6.8 percent to training and services based on the change in the implicit price deflators for
GNP for State and Tocal governments between the second quarters of 1975 and 1976, plus a factor of

8.4 percent to the administration cost category based on the change in GNP deflators for State and
local salaries between 1974 and 1975. These factors were applied to a distribution of the 1977 program
according to actual use in 1976.

OMB Recommendation:

There is no evidence of the degree of inflation impact on these programs. CETA especially is only in
its third year of operation so costs for administration are still unsettlad. The types of programs

12



and services provided vary every year depending on sponsor assessment of local need. Since the costs

of different services vary widely, there is no way of predicting exactly how many people will be
served from year to year regardless of the presence or absence of inflation. There is also no
reason to assume the inflation in 1978 will equal the 1975 or 1976 periods. There is no mechanism
in the CETA law for allocating additional funds where local cost increases actually appear. Labor
does not believe such mechanisms are necessary. They prefer to add an amount to the title and let
the regular formula spread the funds. »

Until there is evidence of the cost increases and a realistic approach for providing the funds, there

is no reason to believe these add-ons are other than direct program increases. There are no justifi-
cations presented for program increases.

.
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DEPARTMENT OF LABOR

SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET
(In millions of dollars)

1977 1978
1976 dJan. Agency OMB Jan. Agency OMB
Actual Budget Recom. Recom. Budget Recom. Recom
Adjusted programs
Public Service Employment BA 3,225 2,784 2,625 7 5,338 400 5,763 2~ 5,851
0 2,431 2,758 3,473 — 3,473 1,400 5,888 — 5,888
Other Employment and Training BA 1,953 2,317 3,836 2,917 2,216 3,619 7 3,819
0 2,155 2,217 2,548 Y 2,517 2,216 4,030 y 3,819
Work Incentive Program BA 400 370 370 — 370 344 389 » 365
0 307 365 3656 — 365 344 389 N 365
Summer Youth Employment BA 563 595 595 —— 595 525 595 N 525
0 459 595 595 — 595 525 595 N\ 525
Grants to States for
Unemployment Insurance
and Employment Services BA 81 89 89 — 89 54 55 —> b4
0 1,395 1,552 1,552 — 1,552 1,574 1,599 ~ 1,569
Occupational Safety and
Health BA 117 130 130~ 130 135 140 ™S 135
0 109 128 128 — 128 132 138 ™ 132
Unemployment Compensation BA 13,745 17,709 17,060 — 17,060 16,600 15,700 — 15,700
0 18,573 15,431 14,921 — 14,921 12,945 12,370 = 12,199
A11 Other BA 306 349 372 ™S 354 379 409 > 389
0 316 382 399 = 387 414 450 > 424
Subtotal, adjusted BA 20,39 24,343 25,077 26,853 20,653 26,670 26,838
programs 0 25,745 23,428 23,981 23,938 - 19,550 25,459 24,921

14



DEPARTMENT OF LABOR

SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET
(In millions of dollars)

1977 1978
1976 Jan. Agency OMB Jan. Agency OMB
Actual Budget Recom. Recom. Budget Recom. Recom.
Non-Adjusted programs
Workers' Compensation benefits BA 302 341 341 — 34 324 324 — 324
0 245 340 340 - 340 323 323 — 323
A11 Other BA 85 90 909 — 90 22 22 — 22
0 _44 _64 64 — 64 %0 90 - 9%
Subtotal, Non-Adjusted
programs BA 387 431 431 — 431 346 346 — 346
0 289 404 404 — 404 413 413 — 413
Total, Department of
Labor BA 20,779 24,773 25,507 27,283 20,998 27,015 27,183
0 26,035 23,833 24,385 24,343 19,963 25,871 25,334
Budget guidance, Department 1 1 1
of Labor BA 24,773V 24,7731/ 20,9981/ 20,9981/
0 23,833 23,833 19,963 19,963

1/ Plus whatever is needed for the fiscal stimulus package.

15
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THE WHITE HOUSE
WASHINGTON

February 15, 1977

Bert Lance -

The attached was returned in
the President's outbox. It is
forwarded to you for appropriate
handling.

Rick Hutcheson

cc: Jack Watson
Stu Eizenstat

Re: Meeting on FY 1978 Budget
Revision for HEW




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

THE PRESIDENT HAS SEEN.

MEETING ON FY 1978 BUDGET REVISION
Tuesday, February 15, 1977
The Oval Office
12:00 n

FROM: W. Bo n Cutter

I. PURPOSE

To make decisions on budget revisions for the
Department of Health, Education, and Welfare.

IT. PARTICIPANTS

Bert Lance
Joseph Califano
Bo Cutter

Jim McIntyre



Higher Education Student Assistance:

(Budget Authority in Millions)

1978
Change
Current Ford : From Current
Services Budget OMB/HEW Services
Basic Educational
Opportunity Grants $1,844 $1,844 $2,316 S +472
National Direct
Student Loans 338 15 15 -323
Discussion:
—— Increase
® Reaffirms the policy toward use of student aid to advance equal oppor=

tunity; puts dollars above the current services levels in the Basic
Grant program——the best way to distribute funds to lowest income
students. _ S

e S
L s ~n

® Increases maximum student award fqém $1,400 to $1,600. ;}
e Increases number of students benefiting From 2 to 2.5 million.
—- Decrease

e Reduction of $323 million for Direct Loans recognizes relative
ineffectiveness of program in targeting aid on the most disad-
vantaged.

e Action would eliminate new contributions of Federal student loan
capital to post secondary institutions, relying instead on Guaranteed
Student Loan Program (loans from private lenders).

e Also, $276 million is available for relending under Direct Loan
Program from loans which have been paid back.

e Elimination of new capital contributions in Direct Loan Program would

result in reduction of student loans from 1,125,000 to 553,000.

Congressional Reaction:

Congress will respond favorably toward the increase in the Basic
Grant maximum award from $1,400 to $1,600--half way toward $1,800.

At the same time, Congress will criticize Administration for failing
to fund "statutory minimum" for Direct Loans——$286 million.



SOME SENSITIVE MATTERS

(a) Mental Health These are held to current service levels of $223 million
Centers rather than the $254 million HEW originally sought. gL/
OMB rationale is that we are awaiting the recommendations /
of the proposed new Commission on Mental Health.

(b) CETA and Public It is our view that highest priority should be given in
Works Funds the allocation of public works money in the Commerce
Department budget to the rebuilding of urban schools ft;/
and construction of multi-county schools. Similarly, ‘?’
for CETA funds in the Labor Department, high
priority should be given to teaching aide positions.

(c) 1Items Below The following programs accept cuts recommended by President
Current Ford totaling $943 million below current services.
Services ,
Health Professions Education - $ 135 million
Eliminates capitation payments to veterinary, p{é

optometry, podiatry and pharmacy schools;
reduces student aid to all health professionals;
and reduces support for nursing from $121 to
$24 million.

Impact Aid ~ $ 398 million

Eliminates all payments to children whose parents tdé
work but do not live on Federal property (virtually

all Congressional districts) and public housing

children.
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National Direct Student Loans -$323 million

Eliminates the Federal Capital Contribution to loan dﬁg
program administered by colleges which provides low
interest (3 percent) loans to students.

General Research Support Grants -$41 million
Eliminates research support provided by the National é ,
Institutes of Health on a formula basis to medical

schools and graduate departments of science. —

AN

Other smaller dollar items ~$44 million

These include elimination of support for pre-doctoral
training by NIH, social work training by the Social 67/
and Rehabilitation Service and a phase down of the 4
Cuban Redugees program.

{(d) Reductions in
Social Security
Benefits

The 'budget proposed to accept a $777 million reduction in
social security benefits which were contained in the

Ford budget and which will require legislation. These
savings are:

Limitation of dependents' benefits for
students to the maximum grant being

funded for the Basic Opportunity Grant 4{

Program - $88 million &

Elimination of the retiree's option to

receive up to 12 months of retroactive J‘f

benefits if future monthly benefits

would be lower as a result ~ $396 million

Measurement of the earnings of retiree “é

can receive without losing benefits on

an annual rather than a monthly basis - $173 million

Elimination or modification of a number

of provisions in current law to z’%f

simplify administration of the program

and improve public understanding ~ $120 million

TOTAL - $777 million
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Major Agency Functions

The Department of Health, Education, and Welfare (HEW) has as its basic mission the
administration of programs which will improve the well being of the Nation's citizens

in the areas of health care, education, social services, income security and civil
rights. The programs which HEW administers are addressed towards meeting some of the
most fundamental of the human needs and rights of our citizens. The magnitude and com-
plexity of the Department's responsibilities can be illustrated, in a limited statistical

sense, by the fact that HEW currently administers over 375 individual programs.

For 1978, the Department proposes a budget of $162.4 billion or $3.4 billion above

the estimate of the previous administration.
increase by $.8 billion.

all but six issues, which are identified in the material which follows.

Budget Summary

(in millions of dollars)

The OMB recommendation would reduce this
Agreement between OMB and the Department has been reached on

BA Outlays BA Outlays
Budget guidanCe...oeveseees ceaseseeanees 146,642 148,170 160,981 160,986
Exclude Work Incentives program /.o ... - 370 - 365 - 344 - 344
Total guidance, excluding WIN....... ce.. 146,272 147,805 160,637 160,642
Agency proposed changes. ....veeeereencss + 415 + 56 + 1,931 + 1,754
Agency estimate, excluding WIN.......... 146,687 147,861 162,568 162,396
OMB recommended changes to agency
estimate.......... se e s s et se st ess e = 287 - 15 - 964 - 830
OMB recommendation.....ceceeeoses e e e 146,400 147,846 161,604 161,566
Memorandum:
January Budget estimate (excluding WIN) 146,124 147,562 160,762 159,041
Full-time permanent emplcyment
(OMB recommendation).......... cecene 142,350 143,150

1/The Work Incentive program is included in the Department of Labor totals.
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f_; ANALYSIS OF REVISIC . TO THE 1978 BUDGET for Preservation Puppo:
“ (In millic. . f dollars) pr
1977 1978 s
Agency OMB Agency OMB
recommendation recommendation recommendation recommendation
Budget Budget Budget Budget
Authority Outlays Authority Outlays Authority Outlays Authority Outlays
Total, Budget guidance........ ceeecens 146,642 148,170 146,642 148,170 160,981 160,986 160,981 160,986
Exclude Work Incentives program (in
Department of Labor totals)......... - 370 - 365 - 370 - 365 - 344 - 344 - 344 - 344
Total for HEW, excluding Work Incen-
tivesS.iieeeeienannnans ceeess sesees.. 146,272 147,805 146,272 147,805 160,637 160,642 160,637 160,642
Changes:
Health .
Medicare reform*........... ceeereanan —_— —-— —— -— —-— + 200 —— -
Child health assessment*............. —-— - —— - + 250 + @ : - ——-
Cost controls/ .......... ctceceeaenn . —— -— — ——— - 134 - 43 - 134 - 43
Other health programs................ - 31+ 2 - 31+ 2 + 25 + 182 + 259 + 182 L
Education ;vf
Education for the disadvantaged, o |
Title I*.u.iiiieeunencnnnnnse ceeeans -— —— -— -— o+ + 50 + 3 -
Impact aid, public housing children*. —— -— —-—— —— + + - —-— .
Basic opportunity grants*............ —_— -— - -—— o+ + -— -—- :
Direct student loans*........c0000... + 287 + 15 —-—— —— + + —— -—
Other education programs..... ceeeeses + 331+ 37 + 331  + 37 + 414 + 204 + 414 + 294
Income maintenance
0ld Age and Survivors Insurance and
Disability Insurance Trust Funds2/. —— C - — ———— _— o+ 221 —_—— + 221
Other income maintenance programs.... - 172 + 2 - 172 + 2 + 378 + 267 + 378 + 267 ‘
Total, with revisions, excluding Work [
Incentives program...... ceersecevan 146,687 147,861 146,400 147,846 162,568 162,396 161,604 161,566 ,
January budget, excluding Work b
INnCentives PrograM......cceseseesess 146,124 147,562 160,762 159,041
*Items to be discussed. —
1/0MB concurs in the HEW recommendation to seek hospital cost containment legislation that would allow the HEW 4;/

Secretary to set limits on increases in hospital reimbursements from all public and private payers. The proposed ‘% .
effective date of October 1, 1977, may be optimistic since most hospitals® fiscal years begin on July 1, Federal ¢/"
outlay savings assume a nine percent limit on increases in 1978 with an exceptions process to allocate an addi- ?ﬁf
tional one percent of reimbursements for new capital and services and for relief of financial hardship. i

2/social Security Financing—--The revised budget totals assume enactment of over $700 million of certain cost savings
legislation in the Social Security area previously proposed in the Ford budget. These are limitation on payment of
student benefits; change in the retirement test; elimination of lump sum retroactive payments; and other

- simplifications. ' 2
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
SOCIAL AND REHABILITATION SERVICE

PR
e

1978 BUDGET REVISIONS
(In millions of dollars)

Comprehensive Health Assessments and Primary Care for Children
Medical Services Administration

1977 1978

1976 Agency " OMB Agency OMB
Actual Recom. Recom. Diff. Recom. Recom. Diff.
Budget Authority -- - - - 250 - -250
Outlays - - -— - 250 - -250

s Agency Recommendation:

The HEW proposal would add $250 million to the $11.7 billion Medicaid program. At some
point in the future, the new program would replace the current Early and Periodic Screening,
Diagnosis, and Treatment (EPSDT) segment of Medicaid. The EPSDT program is designed to
screen and treat approximately 11.6 million low income children throughout the U. S. HEW
feels that States have not properly executed the program since only three million children
out of the 11.6 million eligible will be screened through 1978, and only 60% of those
referred for treatment will actually receive it. - HEW estimates that the new proposal will
enable the State-run Medicaid program to reach one million additional children in 1978 and
increasing amounts in out-years and to increase the treatment rate from 60% to 80%. Althougl
the law requires substantial penalties for improper enforcement, HEW has encountered chronic
problems in enforcement, e.g., the appeals process takes abhout two years. The new program

‘differs from the EPSDT program with respect to target population, services, and
financing in that it would:

.' . 5 JY L 50' ('/’S ”P: wﬂf
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-~ eliminate dental screening;

- establish a national uniform income eligibility requirement of $5,500
for a family of four - the EPSDT program leaves eligibility determinations
up to the States within certain broad guidelines;

- increase the Federal matching percentage from an average of 55%--based upon
State per capita income--to 90%; and

- increase, in effect, the penalty from 1% of AFDC to 1% of Medicaid which
is generally a larger Federal grant to the States.

OMB Recommendation:

We recommend that instead of starting up another new program, the existing $170 million Early
and Periodic Screening, Diagnosis, and Treatment program administered within Medicaid

be vigorously implemented. EPSDT will screen three million children in 1978 and

increasing numbers of children in the out-years. The most persistent problem in

preventive health services for low income children is not the lack of an appropriate

public financing program, but lack of enforcement at the State level. State governments
have been reluctant to invest in preventive health programs like EPSDT because they are
labor intensive, very expensive, and the pay-off in improved health status is long-term

and relatively unknown.

In addition, the new program should not be proposed at this time because it would:

- federalize the screening and treatment portion of the Medicaid program.
Moreover, the proposed liberalization would involve substantial out-year
costs and would represent a liberalization before cosf containment has
been achieved. The current EPSDT program allows State governments to
establish income eligibility requirements within certain broad Federal
guidelines. These eligibility limits vary by over $3,000 for a family
of four from State to State whereas the new 90% matching program would
set a national Federal ceiling of §5,500. This would increase that
segment of families in which children, but not parents, are eligible
for health care at no cost.




Increase the number of HEW agencies administering the Medicaid program.,
Currently, the Social and Rehabilitation Service” (the "welfare" patrt of HEW)
administers Medicaid through State social services departments. This new
proposal would be administered through State health departments. The
Assistant Secretary for Health would be added as a second management locus
for Medicaid both at the State level and within the Department of Health,
Education, and Welfare.

reduce the number of services from those required by law in the EPSDT
program. The new proposal would exclude dental screening. This represents
a retreat from EPSDT. Over 25% of current EPSDT referrals for treatment
are for chronic dental disease.



DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

1978 BUDGET REVISIONS
(In millions of dollars)

Medicare Physician Reimbursement and Financing

1977 1978
1976 Agency OMB Agency OMB
Actual Recomn. Recom. Diff. Recom. Recom. Diff.
Budget authority 18,525 22,960%* 22,960%* -—- 28,699%* 28,699% -
Outlays 17,779 21,991 21,991 - 25,622 25,422 =200

* Trust fund income from premiums will decrease by $40 million in 1977 and $182 million
in 1978; income from general revenues will increase by the same amounts.

Agency Recommendation:

Physician Reimbursement. HEW would propose legislation to permit Medicare reimbursement of
physicians on the basis of State-wide fee schedules. Medicare currently pays the lowest

of the physician's actual or customary charge for a service up to and including the charge
prevailing in his locality. In 1978 HEW would eliminate existing prevailing charge "trade
areas" and set fees at the prevailing charge levels for the State as a whole. After 1978
the HEW Secretary would negotiate fee schedules with State medical societies. Physicians
would be able to increase their Medicare charges by an average of 20% annually over five
years until they reached the designated fees.

HEW would encourage physicians to accept the newly-set Medicare fee as full payment above
the 20% coinsurance (i.e., accept "assignment") by requiring them to accept assignment

on all or none of their Medicare patients. Physicians now may choose to accept assignment
for some patients while billing others directly for fees above the Medicare recognized
charges. HEW would place pressure on physicians to accept fee schedules for Medicare and
younger patients as well through publication of State directories of the fees of
individual physicians.



HEW also recommends cost-based reimbursement for the services of nurse practitioners
and physician assistants practicing in clinics in "underserved" areas. Medicare
currently pays charges for the services of physician extenders under the direct super-
vision of a physician. Only clinics that are federally funded, have a physician on
site, and have adequate cost accounting methods may now receive cost reimbursement.
The cost of such clinic services are often considerably higher than Medicare physician
charges.

HEW makes the following major arguments in favor of the reimbursement reforms:

—-- Fees schedules would curb physician fee inflation.

—-- Fee schedules are less costly and complex to administer than the actual,
customary, and prevailing charge system. Both physicians and Medicare
beneficiaries will understand program benefits better.

-- State-wide Medicare charges and reimbursement of physician extenders will
promote primary care services and allow rural areas to attract and retain

physicians and clinics.

-- It is more equitable to pay physicians, regardless of their training or
location within a State, the same fee for the same service.

Financing. HEW recommends one-year freeze on the monthly premium paid by Medicare
beneficiaries for supplementary medical insurance (SMI). Without the freeze the premium

would increase from $7.20 to $7.70 monthly, beginning July 1, 1977. Current law allows
the premium to rise proportionately to increases in social security cash benefits. HEW
justifies the freeze on the grounds that:

—-- The premium is a more regressive financing mechanism than general tax
revenues.



-- It will encourage all eligible beneficiaries to purchase SMI coverage.

-- It will aid States who buy SMI coverage for elderly Medicaid recipients.

OMB Recommendation:

Physician Reimbursement. We recommend against proposing Medicare physician reimbursement
legislation at this time because:

—— The simplicity and ease of administration of fee schedules would help
rationalize Medicare reimbursement, but it is not worth an incremental

cost of $1 billion by 1981.

—-- HEW states that the use of fee schedules and rural clinics will encourage
outpatient care and thus will produce offsetting, long-term savings in
hospital costs. Medicare experience with another alternative to hospital-
ization, home health services, indicates that hospital costs continue to
rise with the availability and use of alternative services. Net Medicare
costs will not decline if new services do not substitute for the old.

-- In Canada, use of fee schedules slowed the rate of increase in price per
service more than in the U.S., but overall physician incomes in constant
dollars increased faster than in the U.S. during the same period through
an increased number of physician services.

-- By widening the gap between Medicare reasonable charges and Medicaid fees,
the proposal could undercut State cost control efforts.

-- Increasing reimbursements to rural and primary care physicians will not
cure geographic and specialty maldistributions of physicians. The level
of Medicare payments is only one of many factors in a physician's choice
of practice: personal background, medical education, cultural and social
surroundings, medical environment for the practice, gross income and costs
of living.



-— The combination of fee schedules and the "all or none" assignment policy
could reduce the number of physicians who accept assignment. Medicare
benefits will erode if more physicians choose to "extra bill" their

patients.

We recommend instead that HEW review Federal programs promoting rural and primary health
care, such as the National Health Service Corps and health professions special projects
and capitation, and propose an integrated rural health strategy in the context of the
1979 budget.

Financing. We recommend in favor of a freeze of the Medicare SMI premium for one year
at $7.20 a month.
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-~ The combination of fee schedules and the "all or none" assignment policy
could reduce the number of physicians who accept assignment. Medicare
benefits will erode if more physicians choose to "extra bill" their
patients.

We recommend instead that HEW review Federal programs promoting rural and primary health
care, such as the National Health Service Corps and health profe531ons special projects
and capitation, and propose an integrated rural health strategy in the context of the
1979 budget.

Financing. We recommend in favor of a freeze of the Medicare SMI premium for one year
at $7.20 a month.
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DEPARTMENT COF HEALTH, EDUCATION, AND WELFARE

1978 BUDGET REVISIONS
(In millions of dollars)

Title I, ESEA - Education of the Disadvantaged
Office of Education

1977 1978
1976 Agency OMB Agency OMB
Actual Recom. Recom. Diff. Recom. Recom. Diff.
Budget authority 2,050 2,285 2,285 —— 2,635 2,485 /4150 '
Outlays 1,761 1,984 1,984 — 2,211 2,204 +7

Agency Recammendation: Seeks $150 million increase above OMB recommendation and $350 million above
current services level. Since 1968, Title I spending for the disadvantaged has grown at only 3/4's
. the rate at which per pupil expenditures for all children grew. About $800 million would have to be
added to reduce the gap in lost services over the past 10 years.

The appeal would reduce the gap by nearly 50 percent, a major step towards its full elimination. About
‘85 percent of the OMB recommendation would have to be used just to cover increased cost of existing
services. The increase comes at a time when studies show improvement in the effectiveness of Title I.

OMB Recommendation: Title I, ESEA: Recommend staying with the Budget Guidance for Title I, ESEA in
FY 1978 which provided a net increase of $200 million in FY 1978 above the FY 1977 appropriations level.

The HEW premise of budgeting to keep pace with non-Title I children's costs could lead to vast expenditures,
without any clear relationship to effective compensatory per-pupil expenditures. This premise implicitly
ignores non~Title I cost growth provided by local educational agencies and State educational agencies for
disadvantaged children exclusive of Title I funds. This proposal would not result in increases in the
number of children served. It proposes to increase the amount provided for each child currently served

by an estimated $60 a child above the average of $375 per child. The OMB recommended level will increase
the average to $400 per child. It appears to OMB that there is no program basis for correlating increased

10
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funding and increased achievement levels. BAnalysis indicates an ever increasing obligated balance in

this program that indicates a certain inability of the program to absorb increased funding, For example,
at the end of FY 1976, there was an estimated $938 million in obligated balances, although the FY 1976 new
obligation level was nearly $1.9 billion.

fuo o en Purposes
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DEPARIMENT OF HEALTH, EDUCATION, AND WELFARE

1978 BUDGET REVISIONS
(In millions of dollars)

Impact Aid
Office of Education

1977 1978
1976 Agency OMB Agency OMB
Actual Recom. Recom. Diff. Recom. Recom. Diff.
Budget authority 704 793 793 -0- 723 655 +68
Outlays 599 847 847 ~0- 724 672 +52

Agency Recommendation: HEW recommends that payments continue to be made for public housing children:

Elimination of support for public housing children would result in significant reductions in
payments to large cities.

Public housing payments, as indicated above, are used to fund Title I-type programs of
compensatory education for educationally disadvantaged children.

Reform of public housing provision, if undertaken at all, should not be handled piecemeal, but
through legislation as part of an overall Federal strategy for serving the disadvantaged.

Use of appropriation language to eliminate public housing payments, as required by OMB allowance,
is likely to be considered "point-of-order" by the Congress and jeopardize enactment of other
reforms in 1978 Impact Aid Budget -- particularly elimination of certain "hold harmless"
payments —- which can be accomplished without point-of-order language.

12



OMB Recommendation: Do not allow the requested increase for those children who are connected with
low-cost public housing. This recommendation is based upon the following rationale: '

— While it is true that the bulk of the children served under this portion of the Impact Aid Act
are economically disadvantaged, there is no guarantee that monies provided for these children
must be used for them and not some other disadvantaged child within the same recipient school
district. Thus, unlike Title I, ESEA, funds need not be spent specifically for the children
for whom they are provided.

-- Providing funding for this provision, traditionally cited as one of those areas where the
necessity of Federal support is questionable, could blunt the reform strategy that resulted
in the original compromise for FY 1978. Should the Administration desire to aid the disad-
vantaged, consideration should be given to Title I, ESEA where OMB is recomrending an increase
of $200 million in FY 1978.
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Department of Health, Education, and Welfare

1978 BUDGET REVISIONS
(In millions of dollars)

Higher Education Student Assistance
Office of Education

1977 1978
1976 Agency OMB Agency aB
Actual Recom. Recam. Diff. Recom. Recom. Diff.
Basic Educational Opportunity
Grants
Budget authority ...eeeeeeennes 1,506 1,904 1,904 —- 2,316 2,108 +208
Outlays ccieeecincanencncacaas . 921 1,503 1,503 —- 1,691 1,657 434
National Direct Student Loans
Budget authority ....ceeceee.e. 332 299 12 +28% 303 15 +288
OULlaysS civervierevononencanaces 292 334 319 +15 302 15 +287

Agency Recommendation:

Basic Educational Opportunity Grants. Increase the Basic Opportunity Grants program from $2,108 million
to $2,316 wmillion —- an increase of $208 million. This will increase the average award to over 2.5
million needy students by about $100 -- from $750 to $885 on the average. It will also increase the
maximum award from $1,400 to $1,600. Since this program is forward funded, the outlay increase in fiscal
year 1978 will be about $34 million.

National Direct Student Ipans:

-- The additional $288 million requested would meet the minimum funding level prescribed in the law.
Such action would have great credibility with the Congress and the higher education community,
both of which have criticized the Executive Branch for several years now for "ignoring the law."

14
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-- The additional amount would support 1,125,000 student loans, compared with 553,000 loans under
the OMB recommendation. (ILoans can Stlll be made with the OMB recommendation, whlch does not
provide any new capital contributions, because institutions can relend amounts from earlier loans
which have been paid back.)

-- Funding the National Direct Student ILoan program will help assure greater access to loan funds,
Unfortunately, access to loans from the private sector, under the Guaranteed Student ILoan program,
has been highly erratic. Private lenders seem less willing to make student loans, and the loans
that are made are not always available to students at particular institutions,

-- The budget strategy for several years now has been to rely on private sector lending under the
Guaranteed Student Loan program, The Congress and the higher education community, however, have
consistently rejected this approach because student loan demand has consistently exceeded supply
and the Guaranteed Student loan program has not been able to fill the gap.

OMB Recommnendation:

Basic Educational Opportunity Grants. OMB recommends maintaining the budget guidance level of $2,108
million. The additional $208 million recommended by the Department will not increase the number of
eligible students estimated to participate in the basic grant program. The additional funds would
provide awards to middle~income students without creating incentives to attend more expensive schools
of their choice. A middle-income student, for example, who attends a $2,000/year institution and who
receives $200 from the basic grant program, will receive the same award whether attending a $2,000/year
school or a §3,000/year school. Iow income students will not receive as high an award under the OMB
recommendation as they would under the Department's request. However, we do not believe the difference
in average awards to the lowest income students ($1,126 versus $1,206 at the higher level) will prevent
those students fraom obtaining access to a postsecondary education.

National Direct Student Ioans. OMB recommends that no further capital contributions be made to the
National Direct Student Ioan program. There are $276 million available for relending from past Federal
capital contributions to the National Direct Student Loan program. OMB believes that hecause average loans
would be increased in the program, the mumber of additional loans would be increased to 840,000 as a
result of the HEW proposal, not 1,125,000, In addition, the gquaranteed Student Ioan program helps to
provide private loan capital to meet existing student demands for loans. Several newly enacted enriching
provisions, such as increased special allowances that are paid to lenders, will increase the availability

of loan capital from this source.
A i
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
SUMMARY REPORT ON REVISIONS TO THE 1978 BUDGET
(In millions of dollars)

1977 1978
1976  January  Agency OMB January  Agency OMB
Actual Budget Recom. Recom. Budget Recom. Recom.

adjusted E;qgramé

Medicare.....o.ceeeeeneencecasscencsvocanns BA 18,524 22,998 22,960 22,960 28,583 28,699 28,699
0 17,779 21,773 21,991 21,991 24,297 25,622 25,422

National Institutes of Health (Riomedical

research)..coeeaeees cesnas cescensasasanas BA 2,248 2,463 2,463 2,463 2,022 2,510 2,510
: ‘ (o] 2,340 2,138 2,138 2,138 2,012 2,470 2,470
Elementary and Secondary Education......... BA 2,409 2,713 2,713 2,713 2,635 3,074 2,924
0 2,167 2,239 2,239 2,239 2,652 2,694 2,687
Impact Aidu.-oaonc-o-lolooolonlluooouiolcan BA 704 793 793 793 395' 723 655
o] 599 847 847 847 496 724 672
Higher Education....... e ecsrsacesasanunne . BA 3,353 2,760 3,498 3,211 2,358 3,580 3,292
) 0 2,455 3,088 3,147 3,132 2,364 3,092 2,805
Public Assistance....cciveersviesaconconsncns BA 17,241 19,266 19,266 19,266 20,901 21,582 21,332
0 16,675 - 19,266 19,266 19,266 20,901 21,582 21,332

0ld Age and Survivors and Disability
Insurance Trust Funds......c.e0.. ceseanes BA 70,682 81,005 80,828 80,828 90,172 88,904 88,904
0 73,902 84,668 84,668 84,668 92,374 92,595 92,595
Aggregate of other adjusted programs....... BA 5,839 6,561 6,601 6,601 6,683 6,483 6,275
o] 6,242 6,595 6,617 6,617 6,742 6,414 6,380
Subtotal, Adjusted programs........ cesess BA 121,000 138,559 139,122 138,835 153,749 155,555 154,591

0 122,159 140,614 140,913 140,8%8 151,838 155,193 154,363
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1977 1978
1976 January Agency OoMB January  Agency OMB
Actual Budget Recom. Recom. Budget Recom. Recom.
Non-adjusted programs
Food and Drug AdministratioN.......scecse... BA 209 253 253 253 279 279 279
0 218 240 240 240 277 277 277
Occupational, vocational, and adult ‘
education....crieeectccnsasrascans sesecess BA 673 1,131 1,131 1,131 675 675 675
o] 748 726 726 726 804 804 804
Student loan insurance fund.......cc0e00ee.n BA 202 32 32 32 281 281 281
0 134 150 150 150 382 382 382
National Institute of Education............. BA 70 a0 90 90 109 109 109
o] 69 89 89 89 94 94 94
Special benefits for disabled coal miners... BA '1,000 962 962 962 968 968 268
0 998 952 952 952 966 966 966
Supplemental security income............ «e«s BA 5,519 5,895 5,895 5,895 5,750 5,750 5,750
o] 5,058 5,369 5,369 5,369 5,714 5,714 5,714
Special InstitutionS....sceeeeseveecenssaese BA 122 146 146 146 163 163 163
‘ 0 129 155 155 155 170 170 170
Aggregate of other non-adjusted programs..., BA 314 422 422 422 415 415 415
o 230 633 633 633 423 423 423
Deductions for offsetting receipts...... «es.. BA/O -1,265 =-1,366 =- 1,366 -1,366 - 1,627 - 1,627 - 1,627
Subtotal, Non-adjusted pProgramsS....c.sesee. BA 6,844 7,565 7,565 7,565 7,013 7,013 7,013
o] 6,319 6,948 6,948 6,948 7,203 7,203 7,203
Total, Department of Health, Education,
and Welfare..ooeeieeeieeenecsncsncoasasnnsas BA 127,844 146,124 146,687 146,400 160,762 162,568 161,604
o} 128,478 147,562 147,846 147,846 159,041 162,396 161,566
Budget guidance, Department of Health, Educa-
tion, and Welfare, excluding Work Incentives
PrOGYaAM. . veseseossosssacecs cseenressesasesaes BA 146,272 160,637
(o] 147,805 160,642
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